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MESSAGE FROM THE PRESIDENT

The White House,
January 9, 1939.

To the Congress of the United States:

As required by section 7 (4) of the act of Congress approved March
24, 1934, entitled "An act to provide for the complete independence
of the Philippine Islands, to provide for the adoption of a constitution

and a form of government for the Philippine Islands, and for other

purposes," I transmit herewith, for the information of the Congress,

the second report of the United States High Commissioner to the

Philippine Islands covering the calendar year 1937.

I concur in the recommendation of the Secretary of War that this

report be printed as a Congressional document.

Franklin D. Roosevelt.
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REPORT OF THE UNITED STATES HIGH COMMISSIONER
TO THE PHILIPPINE ISLANDS

The United States High Commissioner,
Manila, September 1, 1938.

Sir: Pursuant to the provision of section 7 (4) of the act of Con-
gress of March 24, 1934, I have the honor to submit herewith the

Second Report of the United States High Commissioner to the Phil-

ippine Islands, covering the calendar year 1937. In addition, the

report includes certain financial data for the years 1935 and 1936 which
were to have been included in a supplement to the First Report.

I. GENERAL STATEMENT

The Philippine Islands throughout the year continued to enjoy

the blessings of general peace and order and an enviable prosperity.

Government finances were in good condition due in part to the receipt

of over 95 million pesos of coconut oil excise-tax funds from the United
States Government. The fiscal task of officers of the Commonwealth
government for the present and immediate future is not the obtaining

of revenue, but the exercise of judgment in the expenditure of an
exceptionally large income. Their task is to expend the extraordinary

or ''windfall" income in such manner as to effect economic adjustments

to compensate for the impending loss of duty-free access to the Amer-
ican market, while at the same time to avoid substantial increase in

future governmental costs by reason of maintenance arid personnel

charges as well as increases in price levels and production costs due
to rapid expansion of currency in circulation.

The only restriction placed by the Congress of the United States

upon the expenditure of monej^ accruing from the excise tax on
coconut oil is in the language of the Revenue Act of 1934 (sec. 602)^,

48 Stat. 763), as follows:

* * * but if at any time the Philippine Government provides by any law for

any subsidy to be paid to the producers of copra, coconut oil, or allied products,

no further payments to the Philippine Treasury shall be made under this sub-

section.

The constitutionality of appropriating the processing taxes on
Philippine coconut oil to the Commonwealth treasury was upheld in

the decision of the Supreme Court of May 3, 1937 in the case of

Haskins Brothers and Company v. Morgenthau, Secretary of the Treasury

,

et al., and other related cases.

EarljT- in 1937 the matter of the suitable expenditure of cOconut-pil-

tax moneys was discussed by President Quezon with various officials

of the State, Treasury, and War Departments in Washington.
_
The

conferences resulted in an exchange of letters between President

Quezon and Assistant Secretary of State Sayre, and later in a press

1



2 SECOND ANNUAL REPORT

release of the State Department. The text of President Quezon's

letter and the State Department release are given in appendix I of

this report. In their reading ic wih be- observed that after certain

expenditures for the purchase of landed estates, the establishment of

rural credit facilities, the construction of roads in undeveloped regions,

the building of schools, and the establishment of welfare institutions,

the greater portion of the fund was to be kept intact to be expended
for adjustment of Philippine economy along lines to be recommended
by the Joint Preparatory Committee on Pliilippine Affairs.

Subsequent to the assurances given as to their expenditure and
after the decision of the Supreme Court had been handed down, the

first transfer of coconut-oil tax funds was made as of July 1, 1937, in

the amount of P95,507,227.30,^ representing nearly 3 years accumula-
tion of collections. In the financial section of this Report, on pages

65 to 69, will be found a detailed analysis of appropriations from
the coconut-oil tax fund made by the national assembly and by
executive action down to August 25, 1938.

A major sensation was created in the Philippines by the suggestion,

voiced by President Quezon on the occasion of his visit to the United
States early in 1937, for independence in 1938 or 1939. The Philip-

pine people were taken by surprise as the idea had not been publicly

indicated by President Quezon before his departure from the Philip-

pines. Shortly after voicing the suggestion in Washington,
_
he

addressed the people of the Philippines by radio explaining his position.

After his return to the Philippines from the United States, he discussed

the matter in an address to the national assembly. Further details

in respect to the recommendation for early independence will be found

on pages 12, 13, 38, and 39. The text of President Quezon's radio

broadcast is given in appendix II.

The Joint Preparatory Committee on Philippine Affairs arrived in

Manila in August 1937, and departed November 10, 1937. Hearings

were held in Manila. These had been preceded by hearings in Wash-
ington and San Francisco. While the Committee was in Manila, the

High Commissioner submitted memoranda to the chairman of the

Committee and conferred with various members to the end that their

report should be properly protective of American interests. The
members of the Committee left Manila late in the year with plans to

resume their work in Washington early in 1938 aiid to complete their

report for submission to the Interdepartmental Committee on Phihp-

pine Affairs and through that Committee to the President.

The Philippines continued in 1937 to profit through the stabihty

and security of its leading industry by reason of the Agricultural

Adjustment Administration's sugar program. Local administration

of the United States-PhiUppine sugar quota was transferred in Septem-
ber to the Philippine Sugar Administration set up in the Office of

the President of the Philippines. The Commonwealth government
was represented in the American delegation to the London Sugar

Conference and the Pliifippines were included in the agreement per-

fected in May. Details will be found concerning the sugar quota and the

transfer of local administration on pages 107 to 109 and in appendix VH;
and concerning the International Agresment, on pages 17 and 18.

The restoration of pensions to retired school teachers and personnel

of the constabulary and health service, many of whom are Americans,

1 The Philippine peso equals 50 cents U. S. currency.
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was particularly gratifying and marked an occasion of effective

cooperation of the Commonwealth government with the Office of

the High Commissioner in the solution of an important and aggravated
problem. The restoration of pensions is covered fully on pages 29

to 34 and in appendix III.

Perhaps the most far-reaching political event of the year was the

restoration of woman's suffrage. Those who are familiar with the

movement in the Philippines will recall that women were first granted
the right to vote under act of the Philippine Legislature 4112, approved
December 7, 1933, effective January 1, 1935. Under this act wornen
voted in the plebiscite for acceptance of the Philippine Constitution

held on May 14, 1935. The constitution disenfranchised them, but
provided for a plebiscite for women to decide the question. The
plebiscite was held on April 30, 1937, with an overwhelmingly affirma-

tive result. Details of the plebiscite will be found on pages 48 and 49.

All the various Federal offices in the Philippines functioned

efficiently and harmoniously throughout the year. Particular

commendation is due the Army and Navy for the exceptionally

favorable impression their efficiency and morale created on the civilian

population. Free of any arrogance, quiet, sturdy, and well-kept, the

troops at all times faithfully represented their flag and uniform.

Consideration of the various Federal offices and services is given on
pages 9 to 27 of this report.

A number of specific recommendations are given at the end of the

sections of the report headed "Federal Services in the Philippines"

(pp. 25 to 27), "Public Finance and Banking" (pp. 89 to 92),

"Government Companies" (pp. 104 and 105), and "Business, Trade,

and General Economy" (pp. 122 to 126).

II. THE HIGH COMMISSIONER'S OFFICE AND ITS ACTIVITIES-
BUILDING PROGRAM

The retaining wall for the site for the High Commissioner's resi-

dence and office building in Manila was completed on December 28,

1936. The filling of the site was started on February 15, 1937, and
completed on June 30, 1937. The retaining wall cost $40,258.50.

The actual fill cost nothing, as it was made by the Philippine govern-

ment in connection with the dredging of the harbor. The site is

conservatively valued at $2,000,000. The appropriation made by
Congress for the office and residence building in Manila and the

summer residence and office building in Baguio was $750,000. The
necessity for the buildings arises from the fact that Malacanan
Palace, the former residence of the Spanish and the American Gov-
ernors-General, which became the property of the United States

through cession from Spain, was transferred to the Philippine

government by Congress in the Tydings-McDuffie Act.

The value of the buildmgs occupied by the Governors-General as

their residences and executive offices in Manila and Baguio was carried

on the inventory of the Philippine government at the date of transfer

as follows:

Malacanan Palace and Office Building PI, 559, 036. 08
Mansion House, Baguio 172, 105. 15
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Since the date of their transfer, the PhiHppine government has
expended for improvement of Malacanan Palace and Mansion House,
the following sums:

For Malacanan Palace and Office Building P683, 128. 28
Mansion House, Baguio 95, 000. 00

The appropriation of $750,000 must serve to replace buildings and
improvements valued at about $1,250,000, and in addition furnish the
buildings and landscape the grounds.
During the early part of 1937 a site was selected for the summer

residence of the High Commissioner at Baguio. It is located on the
Camp John Hay military reservation there.

Legislation will be sought to revert to the United States the interest

of the Philippine government in this site arising from the provision of

the Tydings-McDuffie Act which transfers all military reservations

to the Philippine government at the date of independence. During
the year the plans for the High Commissioner's residence and office

buildings at Manila and Baguio met with unexpected delay due to

the necessity of harmonizing the views of government architects and
the interested departments in Washington with local conditions.

The plans were not in final form at the end of the year.

OFFICE PERSONNEL

The office of the United States High Commissioner was vacated on
December 31, 1936, by the resignation of the Honorable Frank Mur-
phy, who took up his duties as Governor of Michigan the following

day. The members of his staff who accompanied him to the Philip-

pine Islands when he was appointed Governor-General and who went
with him to the Office of the High Commissioner, resigned at the same
time. J. Weldon Jones, financial adviser, continued as Acting High
Commissioner under designation received the previous September.

I was nominated as the United States High Commissioner on Febru-
ary 17, 1937, by President Roosevelt. The nomination was confirmed
on February 25, and I took the oath of office on February 27, in the

presence of the Honorable, the Secretary of War, and the President
of the Philippines, in the office of the Secretary of War.
During the month of March, the following appointments were made,

filling vacant positions in the office:

Mr. Leo M. Gardner, legal adviser, vice Edward G. Kemp;
Mr. Wayne Coy, administrative assistant, vice Norman H. Hill;

Mrs. Margaret Buchanan Headdy, private secretary, vice William
Teahan.

Immediately upon my arrival in the islands it became apparent
that there was urgent need of making certain changes in the organiza-

tion of the office. The matter was taken up with Congress, but in-

sufficient time remained to lay the matter before the appropriation
committees properly and no relief was granted and it was not possible

to remedy the situation during the year 1937. The need for this

reorganization arose from the fact that no change had been made
since the original budget for the High Commissioner's office had been
provided for by Congress. This budget of necessity had been pre-

pared several months before the office was established and experience
has since demonstrated that the arrangement of personnel which had
been provided for in the original budget was not suitable for actual
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conditions as they were found to be after the office began to function.

Adequate provision had been made for staff positions at reasonable

salaries, but these staff officers were then and still are seriously handi-

capped by the lack of sufficient clerical assistance. It would appear
to be poor economy to employ staff members at salaries which are

being paid and then handicap them by failing to provide sufficient

assistance and employing them to do routine clerical work which
could be done by cheaper personnel. In addition to the large amount
of routine clerical work in connection with the issuance of passports

and citizenship matters, all the immense amount of correspondence
between the United States Government and its branches and the

Commonwealth government passes through the High Commissioner's
ofiice. A large amount of routine clerical work is necessary to handle
this correspondence properly and to keep proper records.

No provision whatever was made in the original budget, for example,
for guards and watchmen, and practically no provision for custodial

services. The residence at Mansion House, which was occupied by
the High Commissioner, and the residence in Manila include several

acres of garden, which in the Tropics require constant attention.

There was no provision for any watchmen for either the office or the

residences in Manila and Baguio. Such watchmen in Manila are

particularly necessary. At the present time the High Commissioner's
office is left unguarded at night. There is not only the danger of fire

but also serious possibility of theft of important papers. The same
condition exists at the residence of the High Commissioner, where
valuable property belonging to the Government and to the owner of

the building, for which the Government is responsible, is left at the

risk of fire and theft.

There is urgent need of making proper provision for handling the

clerical work and records of this office in such a manner that complete
and proper records are maintained for the future, and for providing
adequate custodial personnel to protect government property. I am
hopeful that Congress in the near future will make such provision.

EVACUATION OF AMERICAN CITIZENS AND NATIONALS FROM CHINA

Plans for the care of Americans and Filipinos evacuated from
China as a result of the Japanese invasion of China began when the

following radiogram was received from the American consul general

at Shanghai:
August 16, 1937.

United States High Commissioner,
Manila.

Commencing to evacuate American women and children to Manila beginning
President Jefferson, Dollar Line, August 17. Please inform American Red Cross
and all others interested. I appeal for all help possible when they arrive.

Gauss.

A committee was appointed for the purpose of coordinating all

forces available here to take care of the emergency, among which were
the Red Cross, the United States Army, and the American community.
The following radiogram was sent:

Manila, August 17, 1937.
American Consul General,

Shanghai.

Request that citizens of Philippine Commonwealth be accorded same considera-
tion as other American nationals in making plans for evacuation. Am assured
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by President of Commonwealth that Commonwealth government will provide
funds to cover expenses of those who are destitute. All plans here progressing
satisfactorily.

McNuTT.

The following reply was received:
Shanghai, August 90, 1937.

United States High Commissioner,
Manila.

Yours August 17 concerning Philippine citizens. They have been accorded
same consideration as other American nationals. Most of them resident in the
area which is now center of fighting are destitute, and have been given passage
on understanding stated in your message that Commonwealth government will
provide funds.

Gauss.

The following joint invitation for the public to contribute funds
was issued:

The general public is invited to make contributions to defray the necessary
and immediate expenses which must be met in connection with the removal of
American and Filipino citizens from the Shanghai area to Manila and vicinity.
The contributions are for immediate and other needs for funds which may not
be covered by public allotments, or which the individuals affected may be unable
to meet.

Our fellow citizens who have been forced from their homes will receive the
benefits of your contributions.

All contributions should be sent to Mr. C. M. Cotterman, treasurer of Red
Cross, Phihppine National Bank Building, Manila. The funds will be disbursed
by the Red Cross and the work will be directed by the coordinating committee
recently appointed to prepare for the reception and care of those citizens. Proper
accounting will be made of the funds contributed.
We gladly join in issuing this invitation.
Done in the city of Manila, this the 18th day of August, nineteen hundred and

thirty-seven.

Manuel L. Quezon,
President of the Philippines.

Paul V. McNutt,
United States High Commissioner.

A request for funds was sent through the Bureau of Insular Affairs

to the Red Cross in the United States and the following reply was
received:

Washington, August 18, 1937.

United States High Commissioner,
Manila.

Your No. 602, August 18, has been transmitted to addressees. American Red
Cross advised that it is telegraphing its Manila representative today that it has
made available $20,000 for immediate emergency relief of Americans without
funds evacuated from China to Manila, and that Manila representative has been
requested to communicate to you text of message.

Burnett.

Persons evacuated from China by Dollar ships arrived in Manila
in the following numbers:

Date
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The aliens were dependent members ot the famihes of United States

citizens.

A few persons arrived on the Empress oj Canada, the Victoria,

and other ships. Nearly all the Americans sent Irom China to Manila
were women and children. About 150 of them left almost immediately
for the United States on the above-named ships and certain freighters.

Even before these visitors arrived from China there was very little

room in Manila hotels. It was therefore necessary to find accommoda-
tions for most of them in private homes, wliich was done. The Army,
Navy, and Marine Corps families and other persons belonging to

families of United States officials stationed in China were taken care

of by their friends in Manila and vicinity or at Camp John Hay,
Baguio. After the arrival of the first ship, all Americans not claimed

by friends at the ship were taken to Fort McKinley and were cared for

in Army quarters until the housing committee could place them else-

where. Filipinos not claimed by friends at the ship were taken to

quarters maintained by the Hawaiian Sugar Planters' Association,

for similar attention.

The number of those evacuated from China to Manila who were

unable to pay for their own board and lodging and were put on relief

was: Filipinos, 73; aliens, 4; Americans, 181.

As soon as the visitors were provided with board and lodging, the

Red Cross set about the repatriation to the United States of the

Americans who were without adequate funds to take care of them-
selves. The State Department made funds available for this pur-

pose. By the end of the year only 14 of these persons were still in

Manila on rehef . The rest were all sent to the United States, re-

turned to Shanghai or had become self-supporting in Manila.

INSPECTION TRIPS

During the early part of December, I made a trip through the

Mountain Province from Baguio to Bontoc and Banaue, and back to

Baguio through Cervantes. Just prior to this trip my adrninistrative

assistant, Mr. Wayne Coy, had made a trip by automobile through

the provinces of northeastern Luzon to Aparri on the north coast.

In December, Admiral H. E. Yarnell, commander in chief of the

Asiatic Fleet, very kindly offered the use of the commander in chief's

yacht Isabel for a cruise to the southern islands. Accompanied by
Rear Admiral G. J. Meyers, of the sixteenth naval district, and some
members of my staff, I left Manila on December 14 and during the

following 9 days visited Romblon, Iloilo, Zamboanga, Jolo, Duma-
guete, Tagbilaran, Cebu, and Catbalogan.

PASSPORT DIVISION

The following is a statistical resume of work done during the calen*

dar year 1937 by the Passport Division of the High Commissioner's
Office:

Passports issued during 1937 2, 226
Passports renewed during 1937 ,

728
Passports extended during 1937 34
Passports amended during 1937 329
Fees collected during 1937 $20, 168
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In addition to the routine work covered by the preceding statement,
there were hundreds of inquiries both by letter and by personal calls

regarding matters pertaining to citizenship and the issuance of pass-
ports. The situation which arose in Spain and in China as a result of

the troubles in those countries had immediate repercussions in the
Philippines by reason of the fact that large numbers of citizens of the
islands were residing in both countries. Every effort was made to

assist in securing information and rendering assistance in such cases.

In this connection, it should be stated that the efficient and impartial
manner in which consular representatives of the United States Gov-
ernment have rendered assistance in both China and Spain to Filipino

citizens residing there has created a most favorable impression in the
Philippines. Those of the Filipino people who have had friends or

relatives in trouble in China and Spain have come to realize, as they
never have before, that the privilege of being entitled to demand pro-
tection as an American national is invaluable.

The situation with regard to immigration into the Philippine
Islands was thrown into considerable confusion during the year 1937
by instructions sent out by the United States Department of State,

advising United States consular officers that they have no authority
to refuse to issue visas for aliens desiring to proceed to the Philippines,

except for such aliens whose entry might be considered harmful to the
public safetj^, and pointing out that the question of the admissibility

of aliens is one to be determined by the immigration officers of the
Philippine Islands upon arrival at Philippine ports. The immigra-
tion authorities of the Commonwealth government did not have the
experience or training to cope with this situation. Owing to the large

numbers of aliens from various disturbed regions of the world who
desire to take up residence in the Philippines, the problem is growing
more acute. The seriousness of the problem is one which is fully

recognized by Commonwealth authorities. It is to be hoped that
within the near future such remedial measures of an administrative
nature and necessary amendments to existing laws will be undertaken
as will enable the Commonwealth government to cope effectively with
the situation.

STRANDING OF THE .S. S. "PRESIDENT HOOVEr"

The steamship President Hoover of the Dollar Steamship Lines,

was wrecked off Hoishoto Island near Formosa on December 11, 1937.

On December 20, 1937, the Office of the High Commissioner was
requested to undertake an investigation. Immediately, statements
under oath of passengers on the S. S. President Hoover, who were
then available in Manila, were obtained relative to the conduct of

the officers and crew of the ship at the time of, and on the days follow-

ing, the stranding on Hoishoto Island. Nineteen affidavits were
executed by passengers and members of the crew. Other documents
were obtained, including the crew list and a magazine story written
by Hugo Miller, one of the affiants, and published in the Philippines

Free Press on December 25, 1937. The above mentioned affidavits

and documents were forwarded to Washington January 1, 1938. On
February 1, 1938, the Secretary of Commerce replied, expressing appre-
ciation for "the pains taken by the High Commissioner in obtaining
and summarizing these statements."
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ESTABLISHMENT OF UNITED STATES NOTARIAL SERVICES

On August 11, 1937, the President approved an act of Congress

(50 Stat. 621) authorizing the Chief Clerk and Assistant Chief Clerk of

the Office of the High Commissioner to administer oaths and perform

certain other notarial acts. This act was introduced by Senator

TA^dings on the recommendation of the High Commissioner because,

curiously enough, there was no official of the United States Govern-
ment in the Philippine Islands authorized to perform the simplest

notarial service. Americans residing in the islands constantly receive

documents from attorneys in the United States with instructions to

have them sworn or acknowledged before an official of the United
States Government. They immediately took such papers either to

the American vice consul or to the Office of the High Commissioner
only to be told that neither official was authorized by law to handle

such matters, and that they should have the papers accomplished

before officials of the Commonwealth government. As attorneys

in the United States were not familiar with the situation, papers so

notarized were sometimes returned from the United States requesting

compliance with original instructions.

An attempt was made in certain quarters to attach a signfficance

to this very routine and rather trivial matter, out of all proportion to

its importance, by reading into the proposed act a movenientto
increase the powers of the United States Government and diminish

the autonomy extended to the Filipino people by the Tydings-
McDuffie Act. The unnecessary inconvenience and delay occasioned

American citizens was the sole reason for requesting the legislation.

III. FEDERAL SERVICES IN THE PHILIPPINES

The extent of the services of the Federal Government within the

Philippines is not commonly realized. In addition to the Office of

the High Commissioner, the Departments of State, Treasury, War,
Navy, Agriculture, Commerce, and the Veterans' Administration

maintain services of incalculable value to the Commonwealth. Al-

though these services are not under the direct jurisdiction of the

High Commissioner, the permanent military branches, the Foreign
Service officer, the Bureau of Internal Revenue, the Agricultural

Adjustment Administration, and the Trade Commissioner effect their

official contacts with the Commonwealth government through the

High Commissioner. The relation between the Office of the High
Commissioner and the various Federal Government services was most
satisfactory throughout the year. The departments represented and
summaries of their activities in the Philippines follow:

DEPARTMENT OF STATE

Joint Preparatory Committee on Philippine Afairs.~—The out-

standing feature in Philippine affairs during 1937 was the Joint

Preparatory Committee on Philippine Affairs. During the summer
and fall of 1936, the then High Commissioner, the Honorable Frank
Murphy, in Washington discussed the matter of a preliminary trade

conference with members of the Interdepartmental Committee on
Philippine Affairs.

2 The Committee was not under the jurisdiction of any department but has been listed under Depart-
ment of State in this report due to the fact that the Committee was under the chairmanship of ranking
oflBcers of that Department.
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On November 14, 1936, Commonwealth Act 191 was approved
reading as follows:

AN ACT Authorizing the President of the Philippines to negotiate with the President of the United States
for an economic-trade conference, and providing funds therefor

Be it enacted by the National Assembly of the Philippines:
Section 1. The President of the Philippines is hereby authorized to negotiate

with the President of the United States looking toward the holding of an economic-
trade conference between the United States and the Philippines in order to discuss
the economic and trade relations that would be mutually beneficial to the two
countries, and therefore, personally or through such Government representation
as he may authorize, to continue such negotiations to a successful termination, and
to report from time to time to the National Assembly regarding the progress
thereof.

Sec. 2. To carry out the purposes of this Act, there is hereby appropriated out
of any funds in the Philippine Treasury not otherwise appropriated, the sum of
one hundred and fifty thousand pesos to be expended in the discretion of the
President of the Philippines to defray the salaries of technical advisers, assistants,

and other needed personnel, traveling and such other necessary expenses as may
be incurred in connection with the said trade conference.

Sec. 3. This Act shall take effect upon its approval.

On December 1, 1936, President Quezon designated Vice President
Osmena to go to Washington as chairman of the Philippine delegation

to a trade conference which it was then anticipated would be called

early the following year. As a result of later developments, Vice
President Osmena did not serve in this capacity.

The first formality in respect to calling a trade conference was
announced in a press release of the State Department dated Decem-
ber 29, 1936, reading:

Following recent discussion between the Honorable Frank Murphy, High
Commissioner to the Philippine Islands, and Mr. Francis B. Sayre, Assistant
Secretary of State, in regard to Philippine affairs, the Department of State today
issued a statement as follows:

"During the anticipated visit of President Quezon to the United States early
next spring, the Department of State, in conjunction with the other interested

departments and agencies, will be prepared to enter into discussions with President
Quezon in a preliminary way and informally with regard to a joint trade and
economic conference. This Government envisages the possibility that after

these informal discussions and prior to the convening of the conference there may
be set up a joint committee of American and Philippine experts for the purpose
of exploring the entire field to be covered by the conference and preparing specific

recommendations.
"The interested departments and agencies of the Government are giving

earnest consideration to the problems confronting the United States in connection
with plans for the conference. They envisage as the objective of the conference

the formulation of recommendations, in line with the general commercial and
other policies of the United States, with regard to the future trade relations

between the United States and the Philippine Islands and with regard to various

economic and related adjustments which may be called for in connection with
the independence program.

"There has been a certain amount of misconception with regard to the purpose
and contemplated character of the conference which is to eventuate. It is not to

be a conference at which each side would seek to obtain concessions and favors

from the other, but one at which the economic and other needs of the Philippines

would be carefully considered and a constructive program of adjustments would
be agreed upon for reference to the two Governments."

On the day the State Department announcement was released, the

Honorable Frank Murphy informed President Quezon by radiogram
as follows:

For President, Philippines:

In conference with the President today statement prepared by State Depart-
ment on calling preliminary and informal conference approved. It is hoped that
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you can arrange to be present. It is believed here that your presence is indis-

pensable. Trust the statement and arrangement is agreeable with you and that
it will be convenient for you to be in Washington in late February or early March.
The exact date awaits your convenience. Other Philippine affairs discussed and
will be largely held in abeyance until your arrival in this country. Looking for-

ward eagerly to your visit here.

Kindest regards.
Frank Murphy.

The designation of Vice President Osmefia and various local press
releases unofficially designating other members of the Philippine dele-

gation was objected to by Washington authorities as premature.
Meeting these objections, President Quezon on January 7 , 1937, gave
out the following press release, which was transmitted to Washington
by the Acting High Commissioner, the Honorable J. Weldon Jones:

In reference to the trip of President Quezon to the United States, the President
desires it to be clearly understood that his trip to the United States is made for the
purpose of having preliminary conversations with the President of the United
States and with the State and War Department officials. The formal calling of

the Trade Conference between representatives of the Government of the United
States and representatives of the government of the Philippines is left under the
law to the President of the United States and therefore President Quezon will not
appoint the representatives of the Philippine government to this conference
unless and until the President of the United States has decided when the Trade
Conference shall take place.

President Quezon is going to America with his official staff but is taking with
him no delegate to the Trade Conference nor are there any delegates expected to
follow him because he has appointed none.
The announcement made by the President that the Vice President would head

the Philippine delegation to the Trade Conference was made only for the purpose
of vesting the Vice President with authority to gather data that may be necessary
if and when the President of the United States should call the Trade Conference.

Early in February 1937 the United States Tariff Commission
released its Report No. 118, second series, "United States-Philippine
Trade With Special Reference to the Philippine Independence Act and
Other Recent Legislation." The report was a final revision of the
findings of Ben D. Dorfman and Frank A. Waring, economists of the
Tariff Commission, and J. Bartlett Richards, United States Trade
Commissioner at Manila. These experts had spent the period from
September 1935 to May 1936 gathering data in the Philippine Islands
under auspices of the Interdepartmental Committee on Philippine
Affairs. The report became available in Manila in March 1937 and
opened a frank public and press discussion of the benefits of United
States-Philippine free trade, past and future, and of the possibihty of

continuing United States trade preferences for important Philippine
agricultural exports subsequent to independence.
The discussions resulted in a wholesome crystallization of opinion

which went beyond the bounds of economic considerations into the
question of indefinite continuation of the Commonwealth. The ma-
jority of the propertied and middle class appeared to support the
position that the welfare of the islands would be best served by a con-
tinuation of both the Commonwealth and trade preferences, while a
minority, largely traditionist and socialist groups, contended that in-

dependence was the major issue and should be attained at any neces-
sary sacrifice. The Nationalist Party, practically the sole political

party, headed by President Quezon, was officially noncommital. The
general appraisal of the personal feelings of the party leaders was in

favor of indefinite American economic and military protection with,
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if possible, a greater degree of autonomy approaching a "dominion"
status. There was no discussion or expression of opinion as to inde-
pendence earher than the date set in the Tydings-McDuffie Act,
July 4, 1946.

President Quezon left Manila on January 23, 1937, accompanied by
a large technical, military, and personal staff, as follows:

Maj. Gen. Douglas MacArthur.
Hon. Jose Yulo, Secretary of Justice.

Mr. Benito Razon, technical adviser.

Maj. Howard Hutter, Medical Corps, United States Army.
Dr. Miguel Canizares.

Capt. T. J. Davis, United States Army, aide-de-camp to Major
General MacArthur.

Capt. Bonner Fellers, United States Army, liaison officer.

Maj. Manuel Nieto, Philippine Army, aide.

Maj. Arsenio Natividad, Philippine Army, aide.

Lt. Dominador Mascardo, Philippine Army, aide.

Mr. Primitivo Lovina, Philippine National Bank.
Dr. Carlos P. Romulo, newspaper publisher.

President Quezon's two daughters, Aurora and Zeneida.
A number of clerical and personal attendants.

During his absence from the Philippines he visited Washington,
New York, Mexico, Cuba, and various European countries. He re-

turned to the Philippines, arriving in Manila on August 16.

Shortly after his arrival in the United States, President Quezon
gave an interview to the newspapers in wliich he stated that he would
ask that the date of Philippine Independence be advanced to Decem_-
ber 31, 1938 or July 4, 1939.

President Quezon in Washington continued discussions with mem.-
bers of the Interdepartro.ental Committee, and on March 18, 1937, the
State Departm.ent issued a release reading:

Joint Statement of President Quezon and Mr. Sayre, Chairman of the
Interdepartmental Committee on Philippine Affairs

Arrangements are being made for the appointment shortly of a joint preparatory
committee of American and Philippine experts. The committee is to study trade
relations between the United States and the Philippines and to recommend a
program for the adjustment of Philippine national economy. This announce-
ment followed conferences between President Quezon of the Philippines Com-
monwealth and the Interdepartmental Committee on Philippine Affairs, which is

acting on behalf of President Roosevelt in the preliminary discussions. Assistant
Secretary of State Francis B. Sayre is chairman of this committee.
Inasmuch as the Independence Act provides that complete political indepen-

dence of the Philippines shall become effective on July 4, 1946, and inasmuch as

President Quezon has suggested that the date of independence might be advanced
to 1938 or 1939, it was agreed that the joint committee of experts would be ex-

pected in making its recommendations to consider the bearing which an advance-
ment in the date of independence would have on facilitating or retarding the exe-

cution of a program of economic adjustment in the Philippines. It was further
agreed that preferential trade relations between the United States and the Philip-

pines are to be terminated at the earliest practicable date consistent with affording
(;he Philippines a reasonable opportunity to adjust their national economy.
Thereafter it is contemplated that trade relations between the two countries will

be regulated in accordance with a reciprocal trade agreement on a nonpreferential
basis.

The interview and the reference in the Quezon-Sayre statement
to early independence created a sensation in the Philippines. It
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came as a distinct surprise to the Filipino people and it is believed to

have been a surprise to most of the high ranking government officials.

Criticism of the proposal was widespread and fear was not dissipated

by President Quezon's explanation of his stand in a broadcast on
April 4, 1938. The broadcast speech is given in full in appendix II

of this report. In general, the business community considered the

proposals as an effort to present as an economic issue that which is

mainly a political issue. The sugar, cordage, copra, banking, manu-
facturing, and merchandising interests found more comfort in reliance

on the Tydings-McDuffie Act running to 1946 than on an advanced
independence followed by a reciprocal treaty. They preferred to

stake their immediate future on Congress rather than on a prematurely
independent government. They claimed that the Tydings-McDuffie
Act was not only a positive but also a negative promise; that in setting

1946 as the critical date of independence it promised them 10 years
within which to liquidate or otherwise adjust their business affairs.

Filipino businessmen were reported in the press as stating that Com-
monwealth Act 191 authorized the President of the Philippines to

ask only for an economic settlement, that no mention was made in

the act authorizing consideration of political changes.
During the months intervening from the date of President Quezon's

first demand for early independence and the date of his return to the
Philippines, many explanations were offered. He did not discuss

the subject again until after he returned to the Philippines. In his

address to the regular session of the national assembly, he men-
tioned his demands for early independence in relation to the work of

the Joint Preparatory Committee on Philippine Aft'airs, then in

session in Manila.
The Joint Preparatory Committee on Philippine Affairs mentioncvi

in the Quezon-Sayre statement of March 18, 1937, was constituted on
April 14, 1937, and was composed of the following members:

Chairman, the Honorable Francis B. Sayre, Assistant Secretary
of State (April 14 to July 13, 1937); chairman, the Honorable
J. V. A. MacMurray, Ambassador to Turkey (from July 14, 1937);
vice chairman and chairman of the Philippine group, the Honorable
Jose Yulo, Secretar}^ of Justice; vice chairman and chairman of the
American group, Mr. Joseph E. Jacobs, Chief of the Office of Philip-
pine Affairs, State Department.
Members, American group: Mr. Louis Domeratzky, Chief of the

Division of Regional Information, Bureau of Foreign and Domestic
Commerce, Commerce Department; Dr. Linn R. Edminster, Chief
Economic Analyst, Division of Trade Agreements, State Department
(to January 19, 1938); Dr. Ben D. Dorfman, Chief Economic Analyst,
LTnited States Tariff Commission (alternate for Dr. Edminster from
July 14, 1937, member from January 19, 1938); Col. Donald C.
MacDonald, Bureau of Insular Affairs, War Department; Dr. Carl B.
Robbins, Head Agricultural Economist, Agricultural Adjustment
Administration, Department of Agriculture; Dr. Frank A. Waring,
Chief Economic Anal3^st, United States Tariff Commission.
Members, Philippine group: Mr. Conrado Benitez, dean, College

of Business Administration, University of the Philippines (to January
27, 1938); Mr. Benito Razon, financial adviser to the President of

the Philippines (from January 27, 1938); Mr. Joaquin M. Ehzalde,
120403—39 2
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member, Philippine National Economic Council; the Honorable
Quintin Paredes, Resident Commissioner for the Philippines; the
Honorable Jose E. Romero, Philippine National Assembly; the
Honorable Manuel Roxas, Philippine National Assembly.

Aides and advisers: Maj. Myron J. Conway, United States Army;
Mr. Owen L. Dawson, United States Agricultural Commissioner at

Shanghai; Mr. William A. Lloyd, senior agriculturist, Department of

Agriculture; Mr. George F. Luthringer, assistant professor of eco-

nomics, Princeton University; Dr. Julius Matz, pathologist, Bureau
of Plant Industry, Department of Agriculture; Lt. Col. Arsenio
Natividad, Philippine Army; Dr. Lloyd P. Rice, professor of economics,
Dartmouth College; Mr. Hilarion S. Silayan, Director of the Bureau
of Plant Industry, Philippine Commonwealth.

Prior to their appointments in substitution of Dr. Edminster and
Dean Benitez, respectively. Dr. Dorfman and Mr. Razon acted as

advisers to the Committee.
Hearings were held at Washington on June 16, 17, 18, 22, and 23;

at San Francisco on July 21 and 22.

The Committee arrived in Manila on August 16. Prior to arrival,

the chairman issued the following press release dated Shanghai,
August 11:

In view of inquiries as to its functions and as to its plans while in the Philippines,

the Joint Preparatory Committee on Philippine Affairs takes occasion to recall

that it was created with the approval of President Roosevelt and President Quezon
of the Philippine Commonwealth to study and to make recommendations con-
cerning United States-Philippine trade relations and the adjustment of Philip-

pine national economy. To assist the Committee in preparing its recommenda-
tions, written statements will be received, and public hearings, such as those
already held in Washington and San Francisco, will be held in Manila beginning
September 15, 1937. The statements to be submitted to the Committee may
include a consideration of the effects of existing legislation upon the economic
relations between the United States and the Philippines.

The Committee has not been requested to recommend a date for political

independence either earlier or later than that fixed in the Independence Act.
The Committee will therefore confine its consideration of that question to "the
bearing which the advancement in the date of independence would have on
facilitating or retarding the execution of a program of economic adjustment in

the Philippines," as set forth in the joint statement of President Quezon and
Assistant Secretary Sayre, issued to the press, on March 18 last. It is conse-
quently expected that all those presenting to the Committee either written or
oral statements relevant to the question of an advancement of the date of inde-

pendence will confine such statements to a consideration of the economic problems
involved.

Arrangements for the submission of written and brief supplementary oral

statements to the Committee in the Philippines are indicated below.
All information and views in writing and all applications for supplementary

oral presentation of views shall be submitted to the Committee not later than
12 o'clock noon September 10, 1937, and should be addressed to the Joint Pre-

paratory Committee on Philippine Affairs, National Assembly Building, Manila.
Written statements should be typewritten, processed, or printed. It is requested
that 15 copies be submitted in order to facilitate study of the briefs by each
member of the Committee. Supplementary oral statements will be heard by the
Committee at a public hearing beginning at 9 o'clock a. m. on September 15, 1937,

in the Senate Chamber of the National Assembly Building. Such statements
may be made to .the Committee at the public hearings only by persons who have
filed written statements or briefs and who have within the time prescribed made
written applications for a hearing in order that a schedule of appearances may be
arranged. Application for supplementary oral statements should indicate the
approximate amount of time requested of the Committee for the submission of

views. The Joint Preparatory Coinmittee on Philippine Affairs contemplates
the publication of the written and oral statements.
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The Committee expects to arrive in Manila on August 15 and plans to leave on
August 20 for a visit to the provinces, beginning with those in the Southern
Islands, in order that its members may acquaint themselves more fully with
conditions throughout the Philippines.

In resuming the work begun in the United States, the Committee looks forward
to the continued cooperation of the people of the Philippines.

The Committee left Manila on August 23 for a rail-and-vessel trip

to Southern Luzon, the Visayan Islands, Mindanao, and the Sulu
Archipelago. The Committee returned to Manila September 10.

Public hearings were held at Manila September 15, 16, 17, 20, 21,

and 22, at which the following parties were heard:
Agusan Coconut Co.; American Chamber of Commerce; American

Leather Tanners, Representatives of; Buntal Hat Weavers Associa-
tion; Chamber of Commerce of the Philippine Islands; Confederation
of Sugar Cane Planters; Cooperative Coconut Products, Inc.; Em-
broidery Manufacturers, Group of; General Manufacturing Co.;
Johnson-Pickett Rope Co.; Labor Mining Association; Mr. Narciso
Lapus; Manila Chamber of Commerce; Mr. Patrick McCrann; Mr.
Gerardo C. Monden; Philippine-American Trade Association; Philip-

pine Button Corporation ; Philippine Coconut Association ; Philippine
Coconut Oil Mills; Philippine Sugar Association; Philippine Textile

Committee; Popular Front, National Executive Council of the;

Rattan Products Manufacturing Co.; Mr. Thomas Rivera; Sakdalista
Party of the Philippines, Cavite; Sakdalista Party of the Philippines,

Manila; Mr. Antonio A. Zolina.

Organizations and individuals who submitted briefs but did not
appear in public hearings were as follows:

Mr. Vicente C. Aldaba; American Retired Teachers Association;
Mr. Salvador Araneta; Association of the Veterans of the Philippine
Revolution; Comite Redactor del Memorial del Trabajo; Common-
wealth Association; Communist Party of the Philippines, Central
Executive Committee of the; El Dorado Oil Works; Mr. Jose Ma.
Espino; Hon. Jose Fuentebella; Mr. Manuel Gamboa Belleza; Mr.
Mateo Guanzon, Sr. ; Mr. A. V. H. Hartendorp; Insular Sugar
Refining Corporation; Japanese Chamber of Commerce; Dr. Agustin
Y. Lotuaco; Manila Tobacco Association; Mr. Jesus Montenegro for

the Coconut Planters of Negros Oriental ; Municipal Council of Calum-
pit; Municipal Council of Lucban; Philippine Automobile Dealers;
Philippine Civic Union; Philippine Desiccated Coconut Industry;
Philippine Hardwood Manufacturers Export Association; Philippine
Motor Transport Association; Mr. Manuel L. Roxas; Mr. J. A.
Wolfson.

Practically all briefs presented by chambers of commerce and other
agricultural, commercial, and industrial associations and some
individuals carried as a frontispiece the Philippine-American Trade
Association's resolution of "Fundamentals" reading as follows:

We subscribe to the following as the fundamentals of Philippine-American
trade relations:

1. The trade relations between the United States and the Philippine Islands
were definitely determined by the provisions of the Tydings-McDufhe Act until
July 4, 1946. That act, after approval by the President and the Congress of the
United States, was formally accepted by the Filipino people. Based thereon
many citizens and residents of and investors in the Philippine Islands have in-
curred obligations and made commitments. The trade relations so determined,
in good faith and in fairness, cannot, therefore, be altered to their prejudice.
Thus, at least until July 4, 1946;
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(a) Articles the growth, product, or manufacture of the Phihppine Islands
should, with no greater limitations than those imposed bj'' that act, and on a basis
of equality with articles the growth, product, or manufacture of the United States,
be admitted free of duty into the United States; and

(6) Articles the growth, product, or manufacture of the United States should,
on a basis of equality with articles the growth, product, or manufacture of the
Philippine Islands, be admitted free of dutj^ into the Philippines.

(c) No excise or other taxes which directly or indirectly result in any discrimina-
tion against the products of either country should be imposed.

2. The imposition of export taxes on shipments from the Philippine Islands to
the United States from November 15, 1940, and the imposition of import duties
bj' the United States and the Philippine Islands, each on articles the growth,
product, or manufacture of the other, from July 4, 1946, will be disastrous to the
producers and manufacturers of both countries, and, the time being too short to
make the necessary readjustments, to the Philippine Islands in particular, there-
fore

—

(a) The export taxes should be repealed; and
(b) Free trade between the two countries, with present or other reasonable

quantitative limitations, should be continued after July 4, 1946.
3. Irrespective of any change in the political status of the Philippine Islands, a

continuation of the present free-trade relations between the United States and the
Philippine Islands would be advantageous to both countries; to the Philippine
Islands, because the United States is an essential market for many Philippine
products ; and to the United States, because the Philippine Islands is a large market
for products of agriculture and industry of the United States, and will, if the
products thereof continue to be admitted free of duty into the Philippine Islands,
be a much larger market in the future. Such free-trade relations between the
tM^o countries should, therefore, after July 4, 1946, be continued indefinitelj'.

The trend of oral hearings was marked by general recognition of a
practical impasse between the minimum program desired by Philip-

pine commercial and financial interests, on one hand, and the program
laid out for the second 5-year period of the Tydings-McDuffie Act
and post-independence trade relations, on the other. It was evident
in the hearings that responsible thought in the Philippines

—

(a) Does not wish any export taxes on any Philippine products
going into the United States;

(b) Is content with the quantity limitations now imposed on
products competitive with those of continental United States (sugar,

coconut oil, and cordage)

;

(c) Admits the possibility of further quantity limitations should
they become urgent from the American point of view;

(d) Desires the indefinite continuance of free trade other than the
quantity limitations regardless of political connection between the

United States and the Philippines;

(e) Believes it impossible to effect a readjustment of economy and
government finance by 1946 which would be in any degree adequate
to meet the separate trade conditions normally incident to political

sovereignty; and

(J) Admits that the continuance of general free trade after political

separation would be contrary to United States policy and international

procedure, and that Japan and perhaps other countries would demand
equal rights with the United States in the market of an independent
Philippines, thus making impossible reciprocal concessions to American
products.

Opposition parties consisting of the "Popular Front" and "Sakdal"
organizations insisted in oral hearings on immediate independence
regardless of consequences.

After the conclusion of the hearings, on September 30 the Com-
mittee proceeded on a motor itinerary of northern Luzon. Passing
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through the central plain and down the Cagayan Valley, the party
crossed over the north end of the island and proceeded south through
the Ilocos Provinces to Baguio where they spent more than a week in
organizing material and setting up the outline of their report.

The American group left Manila on November 12, 1937. The
Committee published no report of its hearings or of its findings prior
to leaving the Philippines or elsewhere within the calendar year.
However, the Committee planned to resume its duties in Washington
after the year-end holidays.

International sugar agreement.—-The Department of State notified

the Acting High Commissioner in February that the United States
would participate in the International Sugar Conference to be held
in London in April and that a representative of the Commonwealth
of the Philippines should form a part of the United States delegation.
The Honorable Felipe Buencamino, member of the national assembly,
and Mr. Urbano Zafra, employee of the Philippine Sugar Associa-
tion, were selected to represent the Philippines.

In the agreement and protocol signed May 6, 1937, the United States
as a contracting government agreed with respect to the Philippines
that:

1. If the annual United States quota for the Philippines should be reduced be-
low an amount equal to 800,000 long tons of unrefined sugar plus 50,000 long tons
of refined sugar, the United States would permit importation into the United States
from foreign countries of a quantity of sugar equal to the amount of such reduc-
tion (art. 9a).

2. So long as the annual United States quota for the Philippines should be not
less than 800,000 long tons of unrefined sugar plus 50,000 long tons of refined sugar,
the Commonwealth of the Philippines would not export sugar to countries other
than the United States, its Territories and possessions, until the General Council
should allot additional free-market quotas and, in the event of the allotment of
such quotas, the Philippines should be allotted 4 percent thereof (arts. 10a and
20).

3. If the annual United States quota for the Philippines should be reduced be-
low 800,000 long tons of unrefined sugar plus 50,000 long tons of refined sugar, the
Philippines would be allotted a free-market quota equal to the quantity by which
such IJnited States quota is reduced plus the 4 percent above mentioned (art. 10b).

4. The Philippines would not claim any free-market quota because of any change
in tariff conditions under which Philippine sugar is admitted into the United States
(art. 10c).

5. During the period of the agreement, the contracting governments would
not claim, in virtue of most-favored nation rights granted them by the United
States, the benefit of any advantages with respect to sugar which may be accorded
to the Philippines by the United States (art. 10c).

6. The Philippines should be represented in the International Sugar Council
and cast one of the 100 votes (art. 37).

7. Pending entry into force of the agreement, the Philippines would not modify
in a manner contrary to aims thereof, the situation as regards export and import
of sugar, any infringement to be considered equivalent to a violation of the
agreement (protocol, par. 5).

Mr. Buencamino having left London prior to completion of the
agreement, Mr. Zafra signed under the Government of the United
States in "respect of the Commonwealth of the Philippines."
On June 16, 1937, the Philippine Sugar Association lodged a protest

to the effect that during the period May 12 to June 12, certain shippers
had exported some 4,000 short tons of Philippine reserve quota sugar
to Hong Kong in violation of the agreement and protocol. These
shipments were verified by the High Commissioner and the Common-
wealth government was instructed to use every means in its power
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to prevent further shipments abroad. Under normal conditions and
prevaiHng tariffs and prices, Phihppine sugar producers and factors
are not interested in foreign markets, but over-large quotas of domestic
consumption and reserve sugar had been determined and allotted by
the Philippine Domestic Sugar Admiiustration in 1936 and a number
of distressed lots were consequently available for sale at any price.

After receiving the instructions of the High Commissioner, the
Commonwealth government prevented further shipments of sugar to
foreign countries and canceled outstanding permits.

The agreement and protocol were generally well accepted by the
sugar interests of the Philippines and it was understood that the 1938
assembly w^ould provide implementation for carrying into effect the
commitments made in respect of the Philippines, thus facilitating

ratification by the President.

Foreign Serines officer.—Pursuant to section 8 (a) (3) of the Tydings-
McDuffie Act the Department of State assigns a Foreign Service
officer under commission as a consular officer to perform such of the
official acts and notarial and other services, which such officer might
properly perform in respect of the administration of the immigration
laws if assigned to a foreign country as a consular officer, as may be
authorized by the Secretary of State. Under this provision a vice
consul is regularly appointed and holds office in Manila. At the
beginning of 1937 Vice Consul Forrest A. Geerken continued as the
Foreign Service officer assigned to Manila during the absence on
leave of Vice Consul Henry B. Day. Mr. Day returned to Manila
on February 2. On April 1, Mr. Day was promoted to consular
rank. Mr. Day was relieved on October 29 by Vice Consul Gregor
C. Merrill.

The principal function of the Foreign Service officer in Manila is

to issue visas to Filipinos under the fixed annual quota of 50. In
addition, the officer issues quota, nonquota, and nonimmigrant visas

to nationals of foreign countries. The Filipino immigrant quota is

taken up for the most part by those who have a preferential status
as relatives of Filipinos legally residing in the United States. For
the fiscal year ending June 30, 1937, in addition to the 50 Filipmo
immigrant visas, there were issued 37 nonquota and 319 nonimmigrant
visas to Philippine citizens and 164 visas to foreign nationals.

There appears no provision in law for issuing visas for the return
to the United States of Philippine citizens who legally resided in the
United States prior to the coming into effect of the Tydings-lSlcDuffie
Act, but who subsequently came to the Philippines on temporary
visits. In the case of foreign nationals such visas are granted on the
basis of permits to return to the United States from temporary visits

abroad issued by the Department of Labor under the Immigration
Act of 1924 which does not apply to the Philippines.

Consular duties relative to seamen; vessels, clearances, and similar
matters.—Among the duties of collectors of customs in the Philippines
are those required by section 1155 of the Philippine Administrative
Code, as follows:

Sec. 1155. Performance of consular duties.—For the accomplishment of the
laws of the United States, a collector of customs shall perform in his district the
duties relative to seamen, vessels, clearances, and similar matters, which under
the laws of the United States devolve on American consuls or consular officers;

and he shall collect for such services the fees allowed under the United States
laws, when the same shall have been approved and declared applicable in the
Philippine Islands by the Insular Collector of Customs.



HIGH COMMISSIONEE TO THE PHILIPPINE ISLANDS 19

Under the heading "Consular Service" in the Annual Report of the
Insular Collector of Customs for 1937, appears the following:

There were 74 seamen discharged at the port of Manila from American vessels

in 1937, of whom 28 were Americans, 44 Filipinos, 1 European, and 1 Hawaiian,
as compared with 141 seamen discharged in 1936, of whom 33 were Americans,
107 Filipinos, and 1 European. Twenty-eight seamen composed of 25 Americans,
2 Hawaiians, and 1 Puerto Rican were left in the hospital for treatment for the
account of the vessels concerned. In addition to those regularly discharged,. 77
seamen were reported discharged by their officers or voluntarily left their ships as
against 31 of such seamen in 1936.

Under the supervision of this office, the transfer from one vessel to another of

1 Chinese seaman was effected in 1937 as against 7 Chinese seamen in 1936. The
number of seamen shipped out in 1937 was 176 as against 184 in 1936. Among
them were 67 Americans, 36 Filipinos, and 1 Puerto Rican. Sixty-two of those
shipped out were signed on at sea and 10 repatriated bj' ships' agents.
The wages collected for the seamen during the year amounted to U. S. $4,289.20

as against U. S. $5,228.90 in 1936. The total amount was paid to the correspond-
ing seamen at the close of the year.

In 1937 there were issued 252 consular invoices, 810 invoices of returned
American goods, and 6,344 certificates of origin as compared with 195 consular
invoices, 721 invoices of American goods and 5,727 certificates of origin, issued in

1936.

DEPARTMENT OF THE TREASURY

Bureau of Internal Revenue.—The United States Bureau of Internal
Revenue maintained an office in Manila. Mr. Wilson E. Wells
continued throughout the year as chief of a division of the Maryland
collection district. The function of this division was to administer
in the Philippines titles IV and VII of the Revenue Act of 1936 pro-
viding for the adjustment of floor stocks taxes as of January 6, 1936,
and the refund of certain taxes collected under the Agricultural Ad-
justment Administration.

In addition, Mr. W. W. Bercaw, an internal-revenue agent from
the San Francisco district, continued under instructions to survey,
determine and collect United States income, estate and capital stocks
taxes for which residents of the Philippines were liable. Mr. Bercaw
was assisted by Mr. Nathan Morris, who left in March, and by Messrs.
Sidney D. Jackson and Lon H. Moss, who arrived in April.

The situation in respect to collection of United States income taxes
in the Philippines was complicated from the practical viewpoint by
the fact that until 1936 no regular office of the Bureau of Internal
Revenue w^as established in the Philippines and there had been no
general or uniform enforcement of the applicable laws. The condi-
tion has led to some genuine confusion among taxpayers and to con-
siderable evasion of payment. The matter was complicated by the
fact that the laws themselves in some provisions discriminated against
American citizens in the Philippines and in favor of Philippine and
foreign citizens. Where these elements were in commercial competi-
tion the discrimination was damaging to a degree.

Commissioner of Accounts and Deposits.—The Commissioner of

Accounts and Deposits of the United States Treasury continued its

office in Manila during 1937 under Disbursing Clerk C. H. Hurst.
Mr. Hurst received and disbursed for Federal services in the Philip-
pines except for the High Commissioner's Office^ and the War and
Navy Departments.

5 Disbursements for the High Commissioner's Office are handled in the Philippines by the Finance
Officer, Philippine Department, U. S. Army, except passport service fees which were received during 1937
by Mr. Hurst.
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Bureau of the Public IleaUh Sen-ice.—In cooperation with the Com-
monwealth government the Bureau of the Pubhc Health Service
operated the Philippine Bureau of Quarantine Service. During 1937
the bureau of quarantine was under the direction of Dr. H. F. Smith,
senior surgeon, United States Public Health Service, and chief quar-
antme officer for the Philippine Islands. He was assisted by three
commissioned officers of the Bureau of the Public Health Service and
by a considerable number of officers and employees provided by the
Commonwealth. Full time quarantine officers were on duty at the
ports of Manila, Cebu, and Iloilo; part-time physicians acted as quar-
antine officers in the ports of Aparri, Davao, Jolo, Jose Panganiban,
Legaspi, and Zamboanga; and naval medical officers acted at Cavite
and Olongapo.
The functions of the Bureau included: Inspection and quarantine

of incoming and outgoing high-seas vessels in accordance with the
provisions of the International Sanitary Convention and the quaran-
tine laws and regulations in force in the Philippines; inspection and
quarantine of interisland vessels and medical inspection of arriving

aliens in accordance with the laws and regulations governing the
entrance of aliens into the Philippines; medical inspection of appli-

cants for immigration visas to the United States; maintenance and
operation of quarantine stations for the detention of passengers and
crews from infected vessels; annual medical examination of govern-
ment employees; physical examination of applicants for licenses as

marine officers on vessels of Philippme registration; maintenance and
operation of launches and other vessels used in carrying out quaran-
tine functions; and supervision of arriving and departmg aircraft.

The Service maintained relations with the Eastern Bureau, Health
Organization, League of Nations, at Singapore and received consular
sanitary reports from American consulates in the Orient. Activities

in respect to the supervision of arriving and departing aircraft were
guided by the regulations of the International Sanitary Convention,
Aerial Navigation, The Hague. The Service was successful in pre-

venting the spread to the Philippme Islands of the unusually wide
and virulent epidemic of cholera, which during the latter half of 1937
extended in Asia from Japan to India. A considerable nmnber of

positive cases and carriers arrived in the Philippines and were
quarantined.

DEPARTMENT OF WAR

Philippine Department.—The Pliilippine Department of the United
States Army continued in 1937 its highly efficient and economical
establishments in the Philippines consisting of: The Department
Headquarters at Fort Santiago, the post of Manila and Sternberg
General Hospital in Manila; Nichols Field and Fort William McKinley
in Rizal Province; Fort Stotsenburg and Clark Field in Pampanga
Province; Camp John Hay at Baguio, Pettit Barracks at Zamboanga;
and the Manila and Subic Bays harbor defenses.
Maj. Gen. Lucius R. Holbrook continued in command of the

Philippine Department. Maj. Gen. John L. de Witt, commanding
general of the Philippine Division, left for the United States in May.
He was succeeded in July by Maj. Gen. John L. Hughes. Brig. Gen.
Percy P. Bishop, commanding Manila and Subic Bays harbor de-
fenses, was promoted to the rank of major general on December 30,
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1937. Maj. Gen. Douglas MacArthur, military adviser to the

Commonwealth government, retired from the United States Army
on December 30.

The High Commissioner enjoyed the very material assistance of the

following personnel who were assigned to the office as liaison officers

from the Philippine Department:
Lt. Col. Wm. C. Rose, Adjutant General's Department, April 26 to

December 31, 1937.

Maj. B. F. Caffey, Infantry, May 1 to December 31, 1937; on
special detail in the legal division.

Maj. Dana H. Allen, Infantry, January 1 to March 15, 1937; on
special detail in the legal division.

Capt. M. F. Grant, Infantry, March 15 to July 1, 1937.

Second Lt. E. W. Maschmeyer, Air Corps Reserve, July 3 to Decem-
ber 31, 1937.

The services of these men were in each instance of the highest

standard both as regards their professional duties and personal conduct.
The commanding general, Philippine Department, his staff and the

various arms and services were of great assistance to the Office of the
High Commissioner, not only in the great number of routine matters
handled by the quartermaster, finance and signal officers, but in

respect to many special situations in which the chief of staff, the
adjutant general, and the judge advocate cooperated effectively with
members of the staff of the High Commissioner. Particular mention
should be made of the fact that aircraft were on several occasions made
available to the High Commissioner for urgent official transportation
and inspection trips. Mention should also be made of the assistance

rendered on the occasion of the arrival in Manila in August and
September of several hundred refugees who hurriedly left Shanghai
at the opening of Japanese-Chinese hostilities. In this connection the

High Commissioner desires to express his great appreciation of the
advice and assistance of Col. Raymond Briggs, chief of staff,

Philippine Department.
Military adviser.—Maj. Gen. Douglas MacArthur continued

throughout 1937 as military adviser to the Commonwealth govern-
ment under Public Act No. 56, Seventy-fourth Congress. General
MacArthur and his staff, with great energy and ability, pressed
forward in their monumental task of organizing, training, and equip-
ping a Philippine army. From the beginning the military adviser had
many difficulties to overcome. The Philippine army was organized
without having available trained officers and enlisted men of any of

the combat arms and services. The training of conscripts began in

1937 and in the first 6 months 18,936 men received 5K months' training.

In the last 6 months, 17,638 men received similar training.

The Philippine Department continued to assist the military adviser
of the Commonwealth government and the Philippine army by the
loan of personnel, supplies, and equipment. As of December 31,

1937, there were 35 officers, of whom 9 were Philippine Scouts, and
281 enlisted men, of whom 22 were Americans, on duty in the office

of the military adviser.

Aid to the Philippine Bureau of Aeronautics.—Particularly because
of its bearing on problems of defense, the Air Corps observed and
helpfully advised the Bureau of Aeronautics of the Philippine Depart-
ment of Public Works and Communications. Maj. Harvey W.
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Prosser, Air Corps, served as unofficial adviser to the Bureau until

November when Capt. Alden R. Crawford, Air Corps, took up this

assignment. The Bureau has expressed its appreciation for the
valuable guidance rendered them by these officers.

Aid to the Philippine National Fov)er Board.—The United States
Army rendered valuable service to the national power board through
the detail of two officers to conduct a prehminary survey of the
water resources and projected power sites and to advise as to possible
development and installations. The ofiicers detailed were Capt.
Hugh J. Casey, C. E., and Capt. Lucius DuB. Clay, C. E., both of

whom arrived late in October 1937.

DEPARTMENT OF THE NAVY

The Asiatic Fleet continued throughout the year under the com-
mand of Admiral H. E. Yarnell. The admiral with the flagship,

the Augusta, and practically the whole of the destroyer and sub-
marine squadrons were in Philippine waters from January 1 to the
middle of April 1937. Japanese-Chinese hostilities prevented the
visit to the Philippines of the Asiatic Fleet in usual force during
the winter months of the year.

The naval establishments of the Philippines, the sixteenth naval
district, including the navy yard at Cavite and the naval station at

Olongapo, were under command of Rear Admiral E. J. Marquart
until February when he was relieved by Rear Admiral George J. Meyers.
The High Commissioner enjoyed the very material assistance of

the following naval personnel who were assigned to him as naval aides

for the periods indicated:

Lt. Comdr. Joseph P. Rockwell, United States Navy, August 13 to

December 31, 1937.

Lt. Hunter Wood, United States Navy, January 1 to July 20, 1937.

The services of Lieutenant Commander Rockwell and Lieutenant
Wood were of the highest standard both as regards their professional

duties and personal conduct.
The High Commissioner greatly appreciated the cooperation and

assistance of both Admiral Yarnell and Rear Admiral Meyers. Dur-
ing December the gunboat Isabel was very graciously made available

to the High Commissioner for an inspection cruise with Rear Admiral
Meyers to the Visayan Islands, Sulu, and Mindanao. Lieutenant
Commander Rockwell accompanied the High Commissioner on the
cruise. Naval authorities made available to the High Commissioner
their State Department and international news service press reports.

The Navy was most helpful in the relief of China coast refugees. In
September the transport Chaumont, tender Canopus, the supply ship

Gold Star, and the gunboats Sacramento and Asheville evacuated from
Shanghai and other ports to Manila large groups of civilians and the
families of consular and naval personnel. The sixteenth naval dis-

trict provided quarters for refugees in the marine barracks at Cavite
and made available every possible facilit}^ in both Cavite and Olon-
gapo. In this connection the High Commissioner desires to acknowl-
edge liis indebtedness to Rear Admiral Meyers not onl}^ for the ma-
terial assistance rendered but for his invaluable advice.
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DEPARTMENT OP AGRICULTURE

Agricultural Adjustment Administration.—The Agricultural Adjust-
inent Administration maintained two offices in Manila during the

greater part of 1937. The accounting and auditing office was under
the direction of Mr. Julian P. Dell, Jr., head accountant, until early in

February, when it was taken over by Mr. Charles P. Englesby, senior

administrative assistant of the Administrative Audit Section. The
office was closed and Mr. Englesby returned to the United States in

December. The function of this office was limited to auditing and
accounting in respect to the Sugar Section's Permit and Allocation

Section.

The Sugar Section of the Agricultural Adjustment Administration
continued its Permit and Allocation Section (formerly known locally

as the United States Sugar Records Division and Field Service) to

September 2, 1937. The section was attached to the Office of the

United States High Commissioner and was under the general super-

vision of Mr. E. D. Hester, assistant financial expert on the staff of

the United States High Commissioner and executive officer of the
United States Sugar Authority in the Philippine Islands. The func-
tion of the Permit and Allocation Section was the administration of the
United States-Philippine sugar quota under authority of: Public Reso-
lution No. 109, Seventy-fourth Congress; section 8 (a) of the Agricul-
tural Adjustment Act, as amended; act of the Philippine Legislature

4166, as amended; and the designation by the President of the United
States of the High Commissioner and such officers and employees of

the United States and the Philippine Islands as he might designate to

constitute the United States Sugar Authority in the Philippine Islands.

The designation was made pursuant to section 7 (4) of the Tvdings-
McDuffie Act.

The Permit and Allocation Section was under the immediate direc-

tion of Mr. D. E. Graham as acting chief of section. He was assisted

by a staff of 13 American and 13 Filipino employees. Branch offices

were maintained at Iloilo and Cebu in cooperation with the Domestic
Sugar Administration of the Commonwealth.
The Permit and Allocation Section was abolished on September 2,

1937, and administration of the United States-Philippine sugar quota
passed to the Commonwealth government under authority of section

205 (g) of the United States Sugar Act of 1937, act of the Philippine
Legislature No. 4166 as amended, and Commonwealth Act 236.

Details of the operation of the Section and of its transfer to the
Commonwealth government will be found on pages 107 to 110 and
in appendix VII of this report. On September 4 the President re-

voked the designation of the High Commissioner to constitute the
United States Sugar Authority in the Philippine Islands.

Bureau of Agricultural Economics.—Early in 1937, the Bureau of

Agricultural Economics sent Mr. Owen L. Dawson, agricultural
commissioner stationed at Shanghai, to the Philippines, where he
conducted a detailed survey of agricultural production with particular
reference to the development of alternative crops on areas released
from sugar production by reason of limitation. He traveled exten-
sively in the islands and with the assistance of the Permit and Alloca-
tion Section and the High Commissioner's office filed an excellent and
useful report of his findings. Mr. Dawson left Manila in May but
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later in the year returned in the capacity of adviser to the Joint
Preparatory Committee on PhiHppine Affairs.

DEPARTMENT OF COMMERCE

Bureau of Foreign and Domestic Commerce.—The Bureau of Foreign
and Domestic Commerce of the Department of Commerce has for
20 years maintained an office in Manila headed by a Foreign Com-
merce Service officer with the title of Trade Commissioner. Mr.
J. Bartlett Richards was Trade Commissioner throughout 1937.
He was assisted by a small clerical staff. The Trade Office, as it is

locally called, has greatly assisted American merchants and agents
for American goods in the Philippines. Air. Richards has been
extremely helpful to the Office of the High Commissioner in all mat-
ters touching on the commercial economy of the Philippines.
The monthly and annual reports of the Trade Commissioner are

comprehensive and accurate and they have been freely used by the
staff of the High Commissioner in editing economic and trade data
for the High Commissioner's quarterly and annual reports. The part
of the Trade Commissioner's report for 1937 covering Philippine over-
seas trade and domestic production is given in appendix V of this

report.

United States Coast and Geodetic Survey.—In cooperation with the
Commonwealth government the Coast and Geodetic Survey of the
United States Department of Commerce operated the Philippine
Bureau of Coast and Geodetic Survey. During 1937 the Bureau of

Coast and Geodetic Survey was under the direction of Capt. Thomas
J. Maher, Director of Coast Surveys and Chief of the Bureau. He was
assisted by five commissioned officers of the United States Coast and
Geodetic Survey, a chief marine engineer, a surgeon, and various
additional personnel paid by the Federal Government. The Common-
wealth government supplies junior officers, cadets, and the larger

number of the clerical staff. The financial support of the Bureau is

divided as between the Federal and Commonwealth governments.
During 1937 the survey of the northeast coast of Luzon was com-

pleted and that of the west coast of Palawan was extended, and some
advance was made in the projected joint British and American survey
of the Borneo-Philippine international boundary. Several special

surveys and revisions were effected. In addition to its own topo-
graphic and hydrographic sheets, the Bureau Avorked on airway and
radio maps and accomplished work for the Bureau of Mines, Bureau
of Census, and Soil Survey. The Bureau is the official chart-produc-
ing and map-printing organization of the Commonwealth government.
The Director is chairman of the Lighthouse Board. The Bureau
cooperates extensively with the Philippine Bureaus of Science and
Weather. In 1937 it rendered special assistance to Prof. Bailey W.
Willis during his investigation of the structural geology of the islands.

The accuracy of the surveys and charts of this cooperative organi-
zation is a matter of common knowledge. The extent of its duties
and output and the remarkably small budget on which it operates
are equally appreciated in official centers.
During the year the Bureau was directed by Commonwealth

authorities to move from the lower floor of the fireproof Intendencia
Building on the south bank of the Pasig, where it had long been
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established, to a wooden structure on the isolated Engineer Island.

The transfer was opposed by the Director and he has written as
follows in his annual report for 1937:

The building occupied by the Coast and Geodetic Survey, while ideal insofar
as space, light, air, and good working conditions are concerned, is of wooden con-
struction, is a firetrap without proper protection and on several occasions has
been without water and has been inaccessible to short fire-fighting apparatus.
The vault has not been bricked nor made fireproof. While irreplaceable records
are not kept in the building, its destruction would cause great loss to the Com-
monwealth and a shortage of charts and maps for a year or more while new
equipment was being obtained and new plates made.
The building is inaccessible to mariners. The Coast Survey, here, is no longer

an agency for the collection or dissemination of information for the mariner.
When in a location accessible to shipping interests, one to three masters called
daily for information, and in return, in the course of general conversation informed
this office of changes which they observed along the routes they navigated. This
information was not only of value for the mariner but for military and naval
intelligence offices. Three inasters have called since the removal of the plant to
Engineer Island and their expressions of opinion regarding the move would have
been most gratifying to a student of expressive and forceful English.
One concrete example is worth pages of generalities. Our Washington office

notified me by radio of a reported danger in Hinatuan Passage, Philippine Islands.
It received notice from the British Admiralty, which got its advice from Hong
Kong. The reporting vessel calls at Manila.
The plant should be in a fireproof building, in a locality easily accessible to

shipping interests, using the port area as well as the Pasig River.

Aid to the Philippine Bureau of Census.—At the request of the
Com.rD.onwealth government, the Bureau of the Census of the United
States Department of Com.m.erce detailed Mr. Ray Hurley, Assistant
Chief Statistician, Division of Territorial, Insular, and Foreign Sta-
tistics, to advise and assist the Philippine Bureau of Census which
is preparing to effect a general enumeration late in 1938. Mr:
Hurley arrived early in November.

UNITED STATES VETERANS' ADMINISTRATION

Under the efficient m.anagement of Col. Harry T. Herring, the
United States Veterans' Administration had a very busy year in

1937. There are approxim.ately 6,500 veterans, of whom. 800 are
Americans, under the jurisdiction of the Veterans' Adm.inistration.
The Manila office dispenses approxim.ately $3,000,000 a year, of wliich
$2,500,000 goes to Filipinos. This figure of $2,500,000 includes the
overhead consisting of salaries, expenses of field m.en, hospitalization,
etc. The distribution of $3,000,000 a year in the Phihppines by the
Veterans' Bureau has a decided effect upon the econom.ic life in the
islands because of the wide distribution of this m.oney throughout
the islands.

The Manila office of the Veterans' Adm.inistration is very poorly
located in an old building in the m.ost congested part of Manila. The
building is difficult to get to and, due to the fact that it is located in
the industrial district, is very noisy and disagreeable.

CONCLUSIONS AND RECOMMENDATIONS RESPECTING FEDERAL SERVICES
IN THE PHILIPPINES

Joint Preparatory Committee.—It is to be anticipated that the fac-
tual elem.ents of Philippine econom.y, m.ore particularly those relating
to trade with the United States, will be fully discovered and accu-
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rately reported by the Joint Preparatory Committee. It is not ex-
pected that the material as to fact will differ greatly with that pre-
sented in United States Tariff Commission Report No. 118, second
series. However, it is probable that the conclusions and recommend-
ations of the Com.m.ittee will represent a compromise between the
desire of the Commonwealth government for indefinite continuation
of the economic protection of the United States and the policy of the
United States Government to terminate trade preferences at as early
a date as may afford the Philippines an opportunity to adjust their

national economy.
It is believed desirable that legislation based on the recommendations

of the Joint Preparatory Committee's findings should be given full and
deliberate consideration with extensive "public hearings. The problem is

deemed to be of such importance as to argue against haste or half measures
for its solution.

Foreign Service officer.—The failure to provide for permits or visas
for the return to the United States of Philippine citizens who legally

resided in the United States prior to the coming into effect of the
Tydings-McDuffie Act, but who subsequently came to the Philippines
on temporary visits has worked an undue hardship on them as com-
pared with foreign citizens in the same category.

It is recommended that the Departments of State and Labor give full
consideration to the advisability of an enactment which will provide for
the issuance of permits and visas to Filipinos of good character who are

legal residents of the United States and gainfully employed therein to

return to the United States after visits of not to exceed 6 months in the

Philippines. It should be observed that this recommendation is not
intended to cover Filipinos who accept any form of repatriation nor to

change in any respect the provisions now controlling Filipino immigration
to the United States.

Consular duties of the collectors of customs.—Collectors of customs of
the Commonwealth government are still required by law to perform
many duties in respect to American seamen, vessels, consular invoices,

certificates of origin, etc., which are elsewhere in the United States
and its possessions performed by Federal officers. As the matter now
stands, the men performing these tasks in the Philippines are not
personally responsible to, nor inspected by, any Federal officer.

While there is no reason at this time to doubt that the local officers

have faithfully performed these duties, the situation is an adminis-
trative anomaly.

It is recommended that the State Department study the advisability of
covering with Foreign Service officers the consular duties now performed
by Commonwealth collectors of customs. At least, provision should be

had for inspection and control of services in this category.

Bureau of Internal Revenue.—-The difficulties and contretemps in-

volved in the sporadic and uneven enforcement of Federal tax laws in

the Philippines has been noted as a condition extending back to 1917.

The maintenance during the past few years of an office of the United
States Bureau of Internal Revenue has gone far toward remedjdng
the situation. But the office is thought by many to be temporary
and the opinion prevails that after clearing pending cases the office may
be abandoned.

It is suggested that so long as the Philipjpines are under American
sovereignty the Lnited States Bureau of Internal Revenue maintain a
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division in Manila under a deputy collector. It is further recommended
that the deputy collector in charge be given as broad discretion as is legally

possible to e^ect compromises where these are desirable under current
procedures . In addition, generous attention should be given to the claims

of resident American taxpayers in the Philippines when revenue acts are

under revision, so that they may not be placed in an unfavorable position

in comparison with Filipino and alien residents.

Bureau of Agricultural Economics.—The Philippines supplies a large
volume and value of tropical agricultural produce to the United
States and will continue to do so for many years. The improvement
of agricultural technique is perhaps the greatest need of the Philippines

at the present time. The prosperity of the people and their value as

consumers of American goods depend very largely upon moderniza-
tion of agricultural economy.

It is recommended that the Department of Agriculture station an
Agricultural Commissioner in the Philippines.

United States Coast and Geodetic Survey.—^The far-reaching impor-
tance to the Philippines of the cooperation of the United States Bureau
of Coast and Geodetic Survey with the Commonwealth's bureau of

the same name has been proved and is universally admitted.
It is recommended that the Commonwealth government without delay

provide well-located fireproof quarters for the storage and operations of the

Bureau of Coast and Geodetic Survey.

United States Veterans'Administration.—As a great majority of its

beneficiaries are Filipino citizens, it has long been customary for the
Philippine government to provide quarters for the local branch of the
United States Veterans' Administration. The quarters now assigned
to this office are unsuitable for its purposes. In this connection it

should be noted that the Commonwealth government occupies free of

rent a number of Federal properties.

It is recommended that the Commonwealth government without delay
provide centrally located suitable quarters for the Manila office of the

United States Veterans' Administration.

IV. UNITED STATES LAWS ADMINISTERED BY THE COMMONWEALTH

IMMIGRATION INTO THE PHILIPPINES

The Immigration Act of 1924, setting up a system of quota control
for immigration into the United States, is not applicable to the
Philippine Islands. The ruling immigration law of the Philippines is

the act of Congress of February 5, 1917, which contains a proviso
that the law shall be enforced in the Philippines by officers of the
general government thereof until it is superseded by an immigration
act passed by the Philippine Legislature and approved by the Presi-

dent of the United States.

On November 14, 1935, just prior to the establishment of the Com-
monwealth government, the President of the United States issued an
Executive order prescribing the documents to be required for ahens
coming into the Philippine Islands. The basic provision of these
requirements was that all aliens were required to present unexpired
passports or official documents showing their origin and identity and
valid passport visas issued by American consular officers. The
Executive order was a restatement of previous Executive orders, pro-
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viding necessary changes in nomenclature resulting from the establish-
ment of the Commonwealth.
The problem of Chinese immigration into the Philippines is one of

long standing controlled by laws anterior to that of 1917 and it should
be imderstood that the comment here made does not refer to the
question of Chinese immigration, but to immigration of aliens of
other nationalities. Until recent years the entry of such aliens has
not been a difficult problem, inasmuch as the immigration authorities
in the Philippines were disposed to admit without question an alien
who presented a travel document bearing the visa of an American
consul. However, with the beginning of troubles in Spain, China,
and other parts of the world the problem of the entry of aliens who
might not be easily assimilated became more acute. Common-
wealth authorities expressed a desire that American consuls should
refuse visas to certain classes of applicants, but the State Department
replied that under the act of 1917 consuls were without authority to

refuse visas except in certain cases, as, for example, that of an alien

whose entry might be contrary to the public safety. The State
Department pointed out that the admissibility of an alien was a
question to be determined under the act of 1917 by the authorities
at the port of entry. This ruling, while undoubtedly in accordance
with the law, created a degree of confusion in the Pliihppine adminis-
tration of immigration laws. The confusion was heightened by the
fact that, effective January 1, 1937, the administration of immigra-
tion laws was transferred from the Bureau of Customs, under the
Department of Finance, to the Department of Labor. The new
officials thus placed in charge were not familiar with the situation

and had no experience in the enforcement of the laws.

In view of disturbed conditions in certain foreign countries and rela-

tively prosperous conditions in the Philippines, it may be expected
that large numbers of aliens will continue to seek entry into the Phil-

ippines and that a thorough reorganization of the immigration system
and certain amendments to existing laws will be needed to effect an
efficient and just administration. The need is recognized by Presi-

dent Quezon and other officials of the Commonwealth and the matter
is being given careful study and attention.

I|n connection with the administration of immigration laws applica-

ble to those from the excluded areas, both the British and the Chinese
consulates general in Manila have frequently requested the interven-
tion of the High Commissioner's office to facilitate entry of their

nationals. Sources of information indicate that these nationals are

inclined to suspect favoritism. Complaints of long delays and inade-
quate provision for the detention of immigrants awaiting decision as

to their right of entry are frequently received. The number of British

Indians and Chinese desiring to enter the Philippines is large and the

task of the Commonwealth immigration authorities is not an easy one.

As such matters directly affect the foreign relations of the United
States, they become a matter of very real concern to the United States

High Commissioner. It is to be hoped that steps will be taken in the

near future to remedy the present admittedly unsatisfactory conditions

REPATRIATION OF FILIPINOS

In the discussion of Philippine immigration, it appears proper to

mention the repatriation of Philippine citizens undertaken by the
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United States Department of Labor at the expense of the United States
Government under the act of Congress of July 10, 1935 (49 Stat. 478),
as amended. During 1937, 526 Filipinos were returned to the Philip-

pines under the Repatriation Act. The majority of repatriated Fili-

pinos has been received by the public-welfare agencies upon their

arrival. Most of them have been returned to their relatives in the
Philippines and have created no particular problem.
By the terms of the law, repatriation is limited to citizens of the

Philippine Islands who are not citizens of the United States. How-
ever, many of the repatriated Filipinos were married to American
citizens in the United States and many had children who were born
in the United States and who are American citizens. Either through
their own resources or assisted by local relief organizations, many of

these American-citizen spouses and families have come to the Philip-

pines at the same time that their husbands and fathers were re-

patriated. They have become a very distressing problem almost
immediately upon arrival in the Philippines. There are no Federal
funds for their relief, nor has the Commonwealth government made
any provision for them.' The husband or father has usually been out
of the islands for many years and finds great difficulty in securing
employment which will enable him to support his family in a manner
which even remotely approaches the standard they enjoyed when he
was employed in the United States.

In addition to cases where the husband has been repatriated,

numerous families comprising a Filipino husband and an American
wife and American-born children have returned to the islands in

recent years by means other than the Repatriation Act. The problem
created by the return of mixed families has been brought to the
attention of the United States Immigration and Naturalization Serv-
ice and the officials in chrirge are now cooperating in an effort to

prevent further returns. The only cases now coming to the attention
of the High Commissioner's office are those in which State or city

relief organizations endeavor to return mixed families to the Philip-

pines. If these relief officials could visualize the circumstances under
which the American members of these families are compelled to live

in the Philippines, it is believed that they would realize the inhumanity
of such a policy. The only assistance which the High Commissioner's
office has been able to render in these cases has been to endeavor to

return the American wife and children to the United States.

V. MATTERS AFFECTING AMERICAN INTERESTS

RESTORATION OF PENSIONS

A principal concern of the High Commissioner in matters affecting

American interests during 1937 was the impairment of pensions pre-
viously granted to retired school teachers, and constabulary and
health-service personnel. Impairment of these pensions was effected

by the so-called Pension Liquidation Acts, approved by the Presi-

dent of the Philippines on November 14, 1936, the first anniversary
of the Commonwealth. The constabulary pension system was the
oldest and operated under Philippine Act 1638, April 30, 1907, as

amended, and was liquidated by Commonwealth Act 188. The
teachers' pension system Vvas inaugurated March 10, 1922, under

12040.3—39 3
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Philippine Act 3050, which was several times amended prior to its

liquidation under Commonwealth Act 187. Health-service pensions
began under Philippine Act 3173 and were liquidated by Common-
wealth act 189. A considerable number of the pensioners were
American citizens and all of them, American and Filipinos alike, in

some degree looked to the Government of the United States for pro-

tection of what they deemed to be a property right acquired imder
distinctly American auspices prior to the establishment of the Com-
monwealth. The situation was difficult and required the personal

attention of the High Commissioner from his arrival to September 9

when the national assembly passed Commonwealth Act 237 restoring

the pensions of all persons retired prior to liquidation. The act was
signed by the President of the Philippines on September 23, 1937.

Motivefor liquidation.—The reason given by Commonwealth author-
ities for the liquidation of the pension systems was their lack of actu-
arial soundness. This criticism was imdoubtedly well-founded. The
pension systems were unusually liberal in failure to provide minimum
ages for retirement, in providing for death payments to surviving

dependents, and, in the case of the teachers' pension system, in failing

to require a fixed length of service subsequent to inauguration of the

system or deduction from benefits in lieu thereof. Moreover, the

systems were based upon forced 4 percent contributions from salary-

matched by equal contributions from the government, thus condi-

tioning income on average salary during period of service, while pen-
sions were based on various formulas much higher than average
salaries.

At the time of liquidation, the constabulary and health pension
systems had practically no assets and the government had for some
years made direct contributions to meet their current expenditures.

Although the teachers' pension system had assets exceeding P2 1,000,-

000 and a good cash position at the end of 1936, these were small as

compared with its accrued actuarial liabilities. The actuarial faults

of the teachers' pension system were recognized by the insular auditor

who reported on November 5, 1935, as follows:

Under existing laws * * * benefits accruing to the beneficiaries of the
teachers' pension fund, the constabulary pension fund and the health pension
fund far exceed the resources of these funds. The teachers' pension fund, with
assets of some P21,000,000, has perhaps something approximating F63,000,000
of accrued liabilities.

In connection with the question of the actuarial condition of the

funds, it is only fair to state that there was apparently no expressed

legislative intention to limit their benefits to actuarial resources. In

the case of the teachers' and constabulary systems, the original

enactments contained provisions for direct appropriations and for

reversion to the fund of unexpended balances m salary appropriations.

The latter provision was practically canceled by restrictions in the

general and special appropriation acts passed during the period

1929 to 1936.

Character oj liquidation.—Persons in the affected services not

eligible for retirement at date of liquidation (November 1, 1936) were
entitled to a return of their contributions, 4 percent interest thereon

compounded annually, and the government's contributions in their

behalf without interest, and they were transferred to the Government
Insurance System newly established by Act 186.
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Persons in the service and eligible for retirement at date of liquida-

tion were entitled to return of their contributions, 4 percent interest

thereon compounded annually, the government's contributions in

their behalf, and a gratuity computed as 2 percent of their average

salaries, during 1934, 1935, and 1936 times the number of years'

service to date of liquidation. If they remained in the service, they

were required to join the Government Service Insurance System,

Of this group, capitalization of their returned contributions and
gratuities at 4 percent divided by 20 would amount to a small fraction

of the sum of their pensions for 20 years plus probable payments to

surviving dependents. In respect to Americans in this group, all

but 3 had filed for option to retire under Act 4151, commonly called

the "American Gratuity Act," which would allow them on future

separation from the service gratuities about double their maximum
salaries. The capitalized value of American gratuities for this group
would be greater than that of the gratuities provided for in the

liquidation acts, but much less than their probable benefits under the

original pension systems.

In respect to persons retired and receiving pensions prior to date

of liquidation the acts provided for immediate reductions in the

amount of the pensions, future additional reductions, their limitation

to 20 years unless indigence could be proved, and for cancelation.

While the provisions in respect to liquidation of the three systems
were very similar, the actual effect on the retired teachers as worked
out by the assistant financial expert in the Office of the High Com-
missioner was as follows:

If the annual pension is over F 1,200, it is reduced by a sum equal to 2 percent
of the annual pension multiplied by the number of calendar years in which it was
received; if the annual pension is from F372 to PI,200, the reduction factor is

to be 1 percent; if the annual pension is F360 or less, it is not to be reduced; no
annual pension is to be reduced to less than F360 if the pensioner is "totally

dependent for his maintenance upon the pension heretofore received."

For the 1,724 living retired Filipino teachers, the reduction is 3.8 percent, or
from an average annual pension of P439.52 to one of P422.80. For the 61 Ameri-
cans the reduction is 13.5 percent, or from an average annual pension of P2, 132.90
to one of PI, 845. 74. The greater rate of reduction for Americans as compared
with Filipinos arises from the fact that all of the 61 Americans receive annual
pensions exceeding !P1,200 which are subject to the 2 percent reduction factor,

while only 44 out of 1,724 Filipinos receive annual pensions exceeding jP1,206

and 1,018 of them receive annual pensions of F360, or less, which are not subject,

to any reduction. For the total of 1,785 living retired teachers the reduction
is 4.1 percent, or from an average annual pension of F497.39 to one of F477.03.

Instead of being paid for life as was previously the case, the reduced pensions
are to be paid only for the balance remaining of the period of 20 years from date
of retirement, unless the pensioner is an indigent, in which case he is to receive
an annual pension for life of not to exceed F360.
On a basis of life expectancy 32 of the 61 retired Americans and a very heavy-

majority of the 1,724 retired Filipinos should outlive the 20-year limit of their

reduced pensions. While both Filipino and American teachers protest at the
injection of charity features in the system, it is obvious that F360 per annunx
(F30 per month) would not support an indigent American whether residing in
the Philippines or in the United States.

With the approval of the Secretary of Finance (appealable to the President,

of the Philippines) any pension may be canceled or suspended, "whenever after
due investigation it is found that the amount of pensions already received by the
retired teacher or employee or his beneficiaries is more than three times the amount
of his own contributions to the fund plus 4 percent interest per annum, com-
pounded annually, and that the said retired teacher or employee or his beneficiaries

are not dependent on their pensions for their maintenance."
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As of the date of this memorandum (April 17, 1937) all but seven of the retired

American teachers have received three times their contributions plus interest;

by December 31, 1937, six of these seven will have gone over the limit; and by
December 31, 1938, the pensions of all Americans in the system will be subject to
cancelation on technical grounds. No data have been made available to the office

of the High Commissioner in respect to the amount of contributions of retired

Filipino teachers, but inspection of their dates of retirement indicates that prac-
tically all their pensions are also subject at the present date to cancelation on
technical grounds.

Great vagueness surrounds the phrase "are not dependent on their pensions for

their maintenance." The question arises as to the definition of "maintenance."
If the word should be defined as necessary cost of living, approximately half of the
American pensions and a considerable minority of the Filipino pensions might be
canceled.
The fear of the retired teachers is that all reduced pensions will be suspended

due to failure on the part of the national assembly to appropriate for their con-
tinuance beyond the P2,000,000 granted in Act 187 itself. Act 187, section 3
provides that after the return of contributions and payment of gratuities to those
remaining in the service, the balance of the net worth of the teachers' pension and
disability fund shall be known as the pension reserve, from which all reduced
pensions shall be paid. When the repayments of contributions have been com-
pleted, the fund may be so diminished as to be unable to support annual pensions
beyond the "charity" limit of P360. In this case, mere failure of the national
assembly to appropriate would force wholesale cancelation and even with favor-

able judicial decisions, there might be no possibility of collecting.

Protests.—From the date of passage of the liquidation acts the office

of the High Commissioner received a flood of protests from botti

Americans and Filipinos. Many protests were forwarded through
Members of Congress and the Bureau of Insular Affairs. A particular

contention of American pensioners was that on the basis of life expect-

ancy the cost of paying their pensions would not exceed a total of

F2, 500,000, spread over 32 years, with no probable annual cost exceed-

ing F 150,000. This latter figure was compared pointedly with the

approximately F5,000,000 per annum paid by the United States

Veterans' Administration to Filipinos, the large sums paid by the

United States Army and Navy to retired personnel, and finally to the

F30,000,000 per annum of coconut oil excise taxes collected partly

from American consumers and automatically appropriated by Con-
gress to the Commonwealth.

Opinions and litigation.—In January the Acting High Commissioner
received the opinion of the Judge Advocate General of the United
States Army that

—

* * * a reduction in the annuities of retired persons, either in time or amount,
is in contradiction of section 2 (7) of the Philippine Independence Act (48.456;

U. S. C. 48:1231) and section 1 (7) of the ordinance appended to the Constitution

of the Philippines, which provided, during the period of the Commonwealth that:

"The debts, liabilities, and obligations of the present government of the Philippine

Islands * * * valid and subsisting at the time of the adoption of the con-

stitution, shall be assumed and paid by the government of the Commonwealth
of the Philippines." The act under consideration probably also impairs the

obligation of contracts within the meaning of section 1, clause (10), article 3, of

the Constitution of the Phihppines.

The foregoing opinion was endorsed to the President of the Philip-

pines. On April 24, the Acting High Commissioner received the

opinion of the Phihppine Undersecretary of Justice who held in brief

that: (a) A pension not being a matter of contract, a reduction thereof

by the national assembly is not a violation of constitutional guaran-

ties against impairment of obligations of contracts; (6) the fact that a

pensioner has made compulsory contributions to the pension fund does

not give him a vested right in the pension; and (e) pensions being a
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bounty or gratuity given by the government, it follows that the gov-

ernment may, at its pleasure, change or reduce the amount thereof.

In July Mr. Leo M. Gardner, legal adviser, completed a compre-
hensive study of the liquidations acts, particularly of Act 187 affecting

the teachers. His conclusions, as concurred in by the High Commis-
sioner, were in substance as follows:

As to the second group of teachers (those retired prior to liquidation) sections

3 and 4 of Act 187 are unconstitutional and void in that they impair the obligation

of the contracts existing between teachers and the government and take the prop-

erty of the teachers without due process of law * * *_ Teachers who have
retired under the provisions of Act 3050 prior to its.repeal are entitled to the full

payment of their pensions as in that act promised and now have property rights

which are to that extent entitled to the protection of the fundamental law.

In summary, it may be pointed out that upon the contract theory, sections 3 and
4 of Act 187 are in conflict with guaranty against the impairment of the obligation

of contracts contained in the Constitution of the Philippines and also amount to

a repudiation of debts assumed by the Commonwealth of the Philippines in the

ordinance appended to the Constitution.

Meanwhile, in March, the case oi Petra Baltazar versus Government
Service Insurance Board had been brought before the Philippine

Supreme Court by mandamus. Petra Baltazar was one of a number of

Filipino teachers retired prior to liquidation whose pensions had been
reduced by the said board in its administration of Act 187. Decision

was not reached and after the restoration of pensions it was dis-

missed.

Financial studies.—^A study of the probable cost to the Common-
wealth to continue the former pensions to personnel retired before the

liquidation acts were passed, as compared to the cost of reduced pen-

sions, without resorting to cancelation was made by Mr. E. D. Hester,

assistant financial expert, and submitted to the High Commissioner on
September 2. The conclusions of this study are given below in tabu-

lar form:

Class of pensioners retired before liquidation

American teachers
Filipino teachers
American health personnel
Filipino health personnel. .

American constabulary
Filipino Constabulary
Total:

Americans
Filipinos
Both

Present value of prob-
able total future cost

of pensions and other
benefits

Full
pensions
under old
systems

PI, 702, 000
11, 732, 000

151,000

1, 169, 000
4U4, 000

5, 303, 000

2, 257, 000
18, 204, 000
20,461,000

Reduced
pensions,
systems as
liquidated

112,000
910, 000
111,000
849, 000
92, 000

243, 000

315,000
002, 000
317, 000

From, the foregoing it was apparent that unless the Com.monwealth
should resort to general cancelation of pensions, the savings of the
liquidation acts in respect to personnel retired before their enactment
would be less than a Pi,000,000 for Americans and but slightly over
F8,000,000 for Filipinos. Even if events should bring about the
cancelation of all pensions in tliis category, the savings would not
exceed ?20,500,000. The financial study disclosed that the huge
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actuarial liabilities were due not to those already retired but to the
•continuance of the systems for the many thousands in the service.

It was further noted that the entire future cost was equal to only
about two-thirds a single annual contribution of coconut oU excise

taxes collected in the United States.

Intervention.—On July 22, the High Commissioner addressed the
President of the United States recom.mending that the liquidation acts
be lifted under authority of sections 2 (a) (7) and (14) of the Tydings-
McDuffie Act unless the Commonwealth governm.ent should agree to
restore the pensions to those on the retired list. The High Com-
missioner further discouraged any movement to remed}'' the situation
in a m.anner satisfactory to the Americans involved but which would
exclude Fihpinos of the same category.

Early in September the President of the Philippines conferred with
the High Commissioner and after going over the studies m.ade and
opinions rendered agreed to caU a special session of the National
Assembly for the purpose of considering the subject. The special

session was called for 1 day, September 9th, and it immediately
passed Act 237 restoring the former pensions to all American and
Filipino personnel retired before the liquidation acts. The full text

of Act 237 is given in appendix III of this report.

CASE OF THE BATANGAS TRANSPORTATION CO.

American investors, principally residents of the Philippines, were
particularly interested in the test case of the Batangas Transportation
Company v. The Manila Railroad Company and the Public Service

Commission. Their interest arose from, the fact that this com.pany as

well as most other m.otor-vehicle transportation companies are owned
or controlled by Am.erican citizens. The case was in the courts

throughout 1937 and was not considered a m.atter appropriate for

intervention of the High Commissioner.
Certificates of public convenience.—With certain exceptions, since

the passage of Act 2307 (Decem.ber 19, 1913), public utilities in the
Philippines operated under the jurisdiction of the public service com-
mission (first known as the board of public utility coro.missioners,

later as the public utility com.mission). Under the law mtotor-

vehicle com.mon carriers were required to obtain certificates of public
convenience from the commission and certificates were not generally
granted in such manner as to permit destructive competition between
lines. In fact, the certificates amounted to exclusive rights so long
as the holder com.plied with the rates and regulations in respect to

equipm.ent and schedules proro.ulgated from. tim.e to time by the
com.m.ission. The rapid growth and prosperity of motor transport
in the Pliilippines has been largely due to the pubhc-service law and
the policy of the commission. The Batangas Transportation Co.,

thorouglily American as regards investro.ent, control, and m.anage-
ment, was one of the best of the motor-veliicle common carriers and
for years held the onl}'' certificate of public convenience for certain

routes and schedules, connecting important towns in the provinces
of Batangas, Laguna, and Tayabas, with the city of Manila.

Exemption in favor of Manila Railroad Co.—Until the passage of

Act 3376, approved and effective December 3, 1927, the Manila Rail-

road Company was under the jurisdiction of the Public Service Com-
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mission as regards both rail rates and the operation of motor-vehicle
or other subsidiary utihties. Act 3376 provided as follows: "The
Public Service Commission shall hereafter not exercise any control

or supervision over the Manila Railroad Co. so long as the same
shall be controlled by the Governm.ent of the Philippine Islands,

except with regard to its rates."

Prior to passage of Act 3376, the Manila Railroad Co. operated its

faro.ous Benguet Auto Line, connecting the lowlands with Baguio
under a certificate of public convenience. Subsequent to relief from
jurisdiction of the Public Service Com.m.ission, beginning in 1932, the

Manila Railroad Co. became increasingly interested in m.otor-vehicle

transportation. On the closing of its Cavite Branch, it acquired the
Cavite Land Transportation Co. and in addition operated small
feeder systems such as the San Jose and Tigaon truck lines. Later
the Manila Railroad Co. began the operation of a passenger bus
service between Bauang in La Union Province and Baguio over the
Naguilian Road and in 1932 expanded its Cavite Land Transporta-
tion Co. by the addition of a feeder bus service over the com.pany's
private roadway between Taytay and Antipolo, Rizal Province. In
1936 the Manila Railroad Co. converted its Cavite Land Transporta-
tion Co. into the Luzon Bus Line and without certificates of public

convenience extended its operations from Mendez in Cavite Province
to include several im.portant towns in Batangas Province. Thus the
raUroad came into direct competition with the Batangas Transpor-
tation Co.

Commonwealth Act I4.6.—Commonwealth Act 146, approved and
effective November 7, 1936, reorganized the Public Service Commis-
sion and in seetion 13 provided, "That the Commission shaU not
exercise any control or supervision over aircraft in the Philippines
except with regard to the fixing of maxim-um passenger and freight

rates, nor over the Manila Railroad Co. untO the same shall be con-
trolled by the government of the Philippines, nor over radio com-
panies or concerns except as regards the fixing of rates." The word
"until" as used in the English edition of the law was a translation of

the Spanish word "hasta" in the original bi]] in Spanish. The com-
mon meaning of "until" was considered inappropriate as, at the time
of the passage of the act and for many years before, the Manila
Railroad Co. was owned by the Philippine government.

The Batangas case.—Early in 1937 the Batangas Transportation
Co. appealed to the Public Service Commission alleging that the
extension of the Manila Railroad Co.'s Luzon bus line over certain
Batangas routes constituted an invasion of routes over which the
Batangas Transportation Co. alone held certificates of public con-
venience. The Public Service Commission sustained the Manila
Railroad Co. in its action. Subsequently, a petition for a writ of

certiorari and injunction was presented by the Batangas Transporta-
tion Co. to the Philippine Supreme Court. This court held as follows:

We conclude that the Manila Railroad Co. can establish and operate lines of
motor vehicles for the transporta,tion of passengers between the various cities,

towns, and places in the Philippines, without obtaining any certificate or cer-
tificates of pTiblic convenience from the Public Service Commission. We find
no merit in the contention that the conclusion thus reached will deny the petitioner
the equal protection of the laws.

In a motion for a reconsideration, the Batangas Transportation Co.
contended that the Philippine Supreme Court was not justified in
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giving the word ''until" the meaning of "as long as." The Philippine

Supreme Court denied the motion. At the close of 1937 the attorneys

of the Batangas Transportation Co. were perfecting an application

for a writ of certiorari to the Supreme Court of the United States.

Apart from the technicalities of the law, the owners of motor-trans-
port companies, mainly resident Americans, are greatly disturbed
over the apparent policy of the Commonwealth government to en-

courage or at least allow its railroad company to invade what they
popularly consider their exclusive and vested rights.

THE NATIONAL CITY BANK CASE

The Manila branch of the National City Bank of New York, which
had refused escheat to the Philippine government of 10-year unclaimed
bank balances as required by Act 3936 of the Philippine Legislature,

won a favorable decision in the October term of the Supreme Court
of the United States. For details of this decision see page 84 in the

section on finances.

CASES AGAINST THE MINING LAW

Mining organizations continued hampered by the refusal of Com-
monwealth authorities to grant patents on claims in process of patent
at date of inauguration of the Commonwealth, basing their action on
narrow interpretation of section 68 of the new mining law. Act 137.

Various cases have been entered in suit. Litigation reached the

Supreme Court of the Philippines before the end of the j^ear.

VI. THE COMMONWEALTH GOVERNMENT

COMMONWEALTH GOVERNMENT PERSONNEL

Shortly after its inauguration the Philippine Commonwealth
created a government survey board to reorganize the governmental
machinery, simplify the administrative structure, consolidate offices,

and reduce expenditures. The labors of the government survey board
have not as yet resulted in any practical reform. Instead, during its

first 2 years, the Commonwealth government greatly expanded its

functions and in so doing added to the governmental structure a large

number of new offices, bureaus, and agencies carrying with them a con-

siderable increase of personnel and expenditure. The amounts ex-

pended for salaries and wages by the central government in 1937 as

compared with the 2 preceding years was:

1935 _ 5P24, 755, 917. IS

1936 25, 569, 492. 17

1937 32, 206, 347. 76

These amounts do not include the very large and constantly increas-

ing salary lists of the government corporations; notably the Rice and
Corn Corporation, the greatly expanded National Development Com-
pany and the new Manila Port Terminal.

VISIT OF THE PRESIDENT OF THE PHILIPPINES TO THE UNITED STATES

During the better part of the year 1937—from January 23 to

August 16—President Quezon was out of the Philippines. During
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most of the period he was in the United States where he had gone
pursuant to a radiogram received on December 29, 1936, from the

then High Commissioner, the Hon. Frank Murphy, urging his presence

in the United States for the purpose of conferring with the President

and members of the Interdepartmental Committee on Philippine

Affairs. Shortly after his arrival in Washington, it was agreed to

nominate and convene the Joint Preparatory Committee on Philippine

Affairs. Further details of President Quezon's visit to the United
States will be found under the section, ''Joint Preparatory Committee
on Philippine Affairs,'' pages 10 to 13 of this report.

NATIONAL ASSEMBLY

The first national assembly met three times during the year 1937;

the second special session, August 28 to September 8; the third

special session, September 9 only; and the second (regular) session,

October 16 to November 20.

The second special session.—-The second special session was called

by the President of the Philippines to consider legislation on the

following subjects:

1. To amend the election law^ in order to provide for elections of

provincial, city, and municipal officials on December 14, 1937.

2. To appropriate Fl,200,000 for the establislunent and mainte-

nance of new elementary classes in the public schools to accommodate
children who sought admission to school at the beginning of the school

year the preceding June who could not be enrolled due to lack of

school facilities.

3. To amend the penal code by increasing the penalty for con-

ducting or taking part in a gambling game called "jueteng."

4. To establish an office to take charge of allotments for sugar

production, formerly the responsibility of the United States Permit
and Allocation Section of the Agricultural Adjustment Administra-

tion attached to the High Commissioner'F' office.

5. To appropriate Fo,000,000 for the construction and repair of

school buildings.

6. To repeal xict 4221, known as the probation law.

7. To authorize the President of the Philippines to purchase by
expropriation, or otherwise, large landed estates for the purpose of

selling them at cost to the tenants occupying the same ; the estimated

cost to be defrayed by appropriation of F7,000,000 to be taken from
the Philippine coconut-oil trust fund.

The enactments of the second special session were the following:

Act 233, approved and effective September 15, 1937, to provide for

the holding of elections of provincial, city, and municipal officers and
amend for said purpose certain sections of the Administrative Code on
elections and kindred matters. The act provided for a regular elec-

tion to be held on the second Tuesday in December 1937 and every

3 years thereafter to elect officers to occupy all elective provincial,

city, and municipal offices; and provided that the persons so elected

should take office on the 1st of January of the next following year.

The election wliich took place under this law on December 14, 1937,

was the one postponed by Commonwealth Act 199 frorn the first

Tuesday in June 1937. As authorized in Act 199, the elective officers

of the provinces, cities, and municipalities held over until their

successors were duly elected and qualified.
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Act 234, approved and effective September 15, 1937, appropriating

the sum of Fl,200,000 as aid for the estabhshment and maintenance
of new elementary (school) classes.

Act 235, approved and effective September 16, 1937, to amend
article 195 of the Revised Penal Code. The act increased the penal-

ties for operators and maintainors of gambling establishments and
games.

Act 236, approved and effective September 16, 1937, authorizing

the President of the Philippines to designate any department, bureau,

office * * * for the purpose of making allotments of any quota
established for the Philippines pursuant to the provisions of the

United States Sugar Act of 1937 * * * and. appropriating

therefor P200,000. This act was to facilitate administration of the

United States-Philippine sugar quota by the Commonwealth govern-
ment as provided for in section 205 (g) of the United States Sugar
Act of 1937 (50 Stat. 903). Further discussion of the transfer of

the sugar quota administration will be found on pages 107 to 110 of

this report.

Thus, the second special session passed acceptable measures cover-

ing the first four administrative recommendations. Bill No. 2432
appropriating P5,000,000 for construction and repair of school houses

was passed, but was vetoed by the President of the Philippines

because: («) While he had requested a lump-sum appropriation, the

bill was itemized; (6) the sum of the items was less than the total;

(c) no amounts were provided for three of the provinces ; and (d) some
items were for schools where sites had not been provided. Bill No.
2417 repealing the probation law was passed, but was vetoed due to

certain ambiguities in its text. There was considerable debate on a

bill to purchase landed estates, but by general consent the matter
was left over for the regular session.

Third special session.—The third special session lasting the 1 day,

September 9, was called to enact legislation to restore pensions to

personnel retired under the pension laws prior to their liquidation.

The following measure was passed:

Act 237, approved and effective September 23, 1937, provided for

the restoration and payment of all annuities due to persons retired

under and pursuant to the terms and provisions of Acts Nos. 3050,

3173, and article III of chapter 35 of the Administrative Code, each
as amended and in effect prior to November 1, 1936. The history

of this legislation and the part played by the High Commissioner in

obtaining its consideration is given under "Restoration of Pensions,"

beginning page 29 of this report.

Second session.—The second (regular) session of the first national

assembly was called on October 16, 1937, and adjourned on November
20 after sitting 31 days. Early adjournment was to permit members
to participate in the campaign preceding the provincial and municipal
elections set for December 14.

President Quezon personally read his message to the national

assembly on October 18. It is significant for its discussion of the

President's proposal for independence in 1938 or 1939, his program of

social justice, and his recommendations for expenditure from the

coconut-oil excise tax fund. His argument for advancement of the

date of independence is summarized in the following extract from his

message:
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I can see no valid reason why, if the Philippines can be given independence in

1946, she may not have it in 1938 or 1939. In the short span of 7 years the Fili-

pino people can hardly do anything that would substantially change their present
situation. Any obstacle which would vitally affect the chances of a successful
and lasting independent nationhood in 1939 cannot be overcome in 1946.

So, if we want independence at any cost and are ready to take all the con-
sequences—the dangers as well as the advantages of independent national
existence—let us have it not later than 1939.

At the end of his references to the Joint Preparatory Committee
he said:

After this Committee shall have submitted its report it is my purpose to reiterate

my petition that the granting of complete independence to the Philippines be
advanced either to the 30th of December 1938, or to the 4th of July 1939, unless
the national assembly, during its present session, should express a contrary
opinion.

However, he issued the following invitation to those holding other
opinions:

Since the news of my proposal to have the transition period shortened was
published, voices in opposition to it have been heard both in public and in pri-

vate. Let me say in all earnestness to those Filipinos who believe in good faith

that the securitj^, liberty, prosperity, and peace of our common country lie in

some kind of political partnership with the United States rather than in com-
plete independence, they should say so frankly and come out courageously in the
open with an alternative plan, instead of merely adopting dilatory tactics in the
belief that some unforeseen event will prevent the establishment of the Philippine
Republic. They have nothing to fear; there is here freedom of thought and of

speech, and one may be as much a patriot advocating some other political status
for the Philippines as favoring complete independence.

President Quezon's discussion of social justice is worthy of quota-
tion in full, both as a statement of what became a main policy of his

administration and as a historical commentary on an item in which
he believes the American administration in the Philippines made a
failure. His remarl^s follow:

Let me now turn your attention to our most immediate economic and social

problems:
The Philippines has undoubtedly made great strides both in the field of politics

and of economics during the last 3. decades. Politically, we have reached the point
where we are having an almost entirely autonomous government and the assur-
ance of complete independence. Economically, we have become an important
factor in American commerce; our foreign and domestic trade has multiplied—in
a word, the national wealth has greatly increased. We have accomplished, too,

considerable progress in sanitation, in education, in the construction of roads and
all kinds of communications and we have acquired the modern conveniences of
life. But the main beneficiaries of this most remarkable progress are the rich
and middle class. The rich can live in extravagant luxury. Some of their off-

spring grow up in an atmosphere of ease, with an outlook on life which gives
paramount importance to society affairs, vanities, trivialities and material posses-
sions, devoid of discipline, love for work, or human sympath}^ The middle class

have attained a higher standard of living as compared with that prevailing during
the Spanish regime. The comforts of present-day civilization are within their
reach and they are enjoying them. Their sons and daughters are better fed,

better clothed, better educated—thousands upon thousands of them are now
receiving the benefits of higher instruction.

Sad to tell, but it is none the less true, the same cannot be said of our laboring
population. The men and women who till the soil or work in the factories are
hardly better off now than they were during the Spanish regime. Of course,
wages have increased as compared with those paid when we were under the sover-
eignty of Spain; and these wages are higher than in any other Oriental country,
with the possible exception of Japan. But it should be remembered that money
could buy more in those Spanish days than it can now, and furthermore in the
relationship between employer and employee in the days of old there was a con-
sideration of higher value to the employee than the monetary compensation itself.
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Of yore, employers and employees lived in personal contact and association re-

sembling that which exists amongst members of the same family so that ties of

affection bound them together much more than material consideration. Now
this no longer obtains for their relationship is almost as impersonal and detached
as that existing between employers and employees in highly industrialized coun-
tries. Again, our ancestors, because of their greater ignorance, knew no better

and were resigned to their hard life, believing that it was a part of the world order
as decreed by Divine Will so that the unfortunate sufferer may meet with a greater
reward in Heaven.
Now the Filipino working man, however illiterate, refuses to believe that the

Creator of the Universe could have ordained that some of His creatures should
live in luxury and plenty, while others, in destitution and misery. The Filipino

laborer now knows that the Father of mankind loves him as much as every other
human being, and, therefore, that the world has not been made for the benefit of a
few, but for the happiness of all.

Still more: The Filipino workingman has heard, if he is not able to read, of the
equality before the law of the poor and the rich. He has heard of democracy,
liberty, and justice, since every candidate for an elective office discourses on these

topics, painting to him in glowing terms the meaning of those words.
And yet, what does he actually see? How do these doctrines that he has

heard propounded from the platforms affect his everyday life? His hopes have
been raised, his vision has been broadened, and his outlook has been painted in

bright colors. But 35 years of American regime has brought him only disappoint-

inents and sometimes despair.

Has the progress then made by the Philippines benefited our poorer population?
The poor still has to drink the same polluted water that his ancestors had drunk
for ages. Malaria, dysentery, and tuberculosis still threaten him and his family

at every turn. His children cannot all go to school, or if they do, they cannot even
finish the whole primary instruction for one reason or another.

Roads from his barrio or his little farm to the town there are none. Only
trails are within his reach—trails that have been formed by the daily pressure of

his bare feet and not because they have been constructed. As he works from
sunrise to sundown, his employer gets richer while he remains poor. He is the
easy prey of the heartless usurer because usury is still ramiDant ever^'where

despite legislative enactments intended to suppress it.

That is, concisely speaking, the lot of the common man in our midst after

America's long endeavor to give to all fair opportunitj' in the pursuit of happiness
and the enjoyment of life.

It was, of course, impossible for American administrators to see and reach the

lowest strata of our population. But now that the reins of government are in our
hands insofar as our own domestic affairs are concerned, what excuse, what
reasonable justification can there be in allowing such a social and economic order

to continue?
It is high time that all the branches of this government cooperate with one

another, and with them the whole community and every good-hearted man and
woman, so that at last in this dear land of ours social justice—real justice in the

relations of man and man—may reign supreme.
Our people are patient and law-abiding. They love peace. They have not lost

their faith either in the executive, the legislative, or the judicial branch of the

government. As the government is now in the hands of their own countrymen,
they have become hopeful and are placing the realization of their dream for a

better day in our clearer understanding of their lot, or better knowledge of cond-
tions prevailing in the country and in what should be the natural craving of our

hearts to serve them with all the power at our command—they who are flesh of our
flesh and blood of our blood.
The promotion of social justice by the state is a clear and categorical mandate of

our constitution. Our platform, the platform upon which you and I have been
elected, imposes upon us the high duty of enacting measures that will improve the

living conditions of the laborer and of carrying these measures into effect. We
must see that laws are enacted which will not permit the exploitation of the em-
ployee by his employer and which will leave no loopholes that may be used to

defeat the ends of justice. We must rely for the security of this new nation, not so

much upon the might of brutal force, but upon the undivided loyalty of every

citizen to the government—a loyalty founded upon individual consciousness that

this government is his, and that it exists only for his protection, for his liberty, and
for his happiness.
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The discussion of the proceeds of the excise tax on oil contains a
recommendation that the fund be devoted to the following uses:

1. To improve the sanitary condition of centers of population by constructing
water systems or artesian wells.

2. For combating malaria where there is assurance that it can be done at a

reasonable expense.
3. For the prevention of tuberculosis and the establishment of more sanatoriums,

as it is well known the white plague is the worst scourge afflicting our race.

4. For the building of new leprosariums which will permit lepers in the early
stage of their disease to be treated where they may be easily reached by their
families, thus making their isolation less tragic.

5. For extending free dispensary service to the poor not only in centers of
population but also in outlying barrios and communities.

6. For building public schools in every barrio where there is a sufficient number
of children justifying the opening of the school.

7. For opening national highways and helping in the construction of provincial
and even barrio roads whenever the respective provinces and municipalities pledge
themselves to maintain the roads thus constructed, and in the case of barrio
roads, where the volume 'of traffic on said roads also justifies their construction.

8. For the construction of office buildings for the National Government so as to
reduce, if not eliminate, the continuous expense in rents.

9. For the purcha-e of large landed estates and their resale in small lots to the
actual occupants thereof.

10. For the development of water power, the reforestation of denuded areas,
the colonization and development of Mindanao; and

11. For the financing of a long-range program of economic adjustments necessary
to prepare the country for the new situation attending the grant of our inde-
pendence, including the establishment of new industries which at the same time
will give work to the unemployed.

The approved legislation of the second session consisted of 16 acts,

as follov/s:

Act 238, approved and effective November 15, 1937, abolished the
cedula tax and condoned all delinquencies thereof. This act is also

mentioned under "Revenue Acts" on page 55 of this report.

Act 239, approved and effective November 29, 1937, appropriated
P500,000 for relief of communities and indigent sufferers from
typhoons, floods, or other public calamities.

Act 240, approved and effective December 8, 1937, appropriated
from funds derived from the coconut oil excise tax, F5,050,000 for

elementary school buildings. The act is a revision of bill 2432
passed in the second special session but vetoed. As finally passed
the appropriation was fully itemized.

Act 241, approved December 9, 1937, to take effect January 1,

1938, appropriated !P5,000,000 to be distributed among the prov-
inces, subprovinces, chartered cities, municipalities, and municipal
districts on the basis of the yearly average of their shares in the
proceeds of the cedula tax collected during 1933 to 1937, inclusive.

The purpose of the act was to reimburse local governments for losses

occasioned to them by abolition of the cedula tax under Act 238 of
the same session. Act 241 is also mentioned under ''Appropriation
Acts" on page 56 of this report.

Act 242, approved and effective December 9, 1937, provided for
an annual grant of Fl,000,000 to the city of Manila.
Act 243, approved December 10, 1937, effective "from January,"

1937, amended certain sections of the Administrative Code to in-

crease the exemption and liberalize the provisions of the fixed tax on
business subject to the percentage (sales) tax. See also page 56 of
this report.
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Act 244, approved and effective December 10, 1937, provided that
the National Assembly shall convene in regular session on the fourth
Monday of January of each year, and if said day be a holiday, then
on the next succeeding day not a holiday.

Act 245, approved December 17, 1937, effective January 1, 1938,
the General Appropriation Act for 1938, appropriated a total of

^69,051,310.12 for operation of the general government during the
fiscal year ending December 31, 1938. See also discussion on page 56
in the financial section of this report.

Act 246, approved December 17, 1937, effective January 1, 1938,
prescribed the form of the budget and regulated the expenditure of

authorized appropriations. This important measure is more fully

described in the financial section of this report on page 56. The
text is given in full in appendix IV.

Act 247, approved and effective December 17, 1937, amended the
Administrative Code in such manner as to increase the per diems
payable to members of the provincial boards of Abra, Camarines
Norte, Marinduque, Masbate, and Romblon.

Act 248, approved and effective December 17, 1937, extended to

government officers and employees retired under Act 2589 (Osmefia
Tletirement Act of 1916) the same faciUties for return to government
employment as were extended by Commonwealth Act 206 to those
reemployed after retirement under Act 4051 (Reorganization Retire-

ment Act 1933).

Act 249, approved and effective December 17, 1937, amended the
Administrative Code in such manner as to transfer from municipal
councils to the Secretary of the Interior the authority to change the

names of streets, avenues, and other public places.

Act 250, approved and effective December 17, 1937, amended the
charter of the city of Zamboanga (Act 39) to authorize the payment in

two installments of the taxes on real estate in the said city, placing

the additional tax as penalty at 2 percent per full month of delin-

quency and to permit remission of such taxes.

Act 251, approved and effective December 17, 1937, amended the

Administrative Code in such manner as to increase the annual privilege

tax on insurance agents and subagents and to impose privilege taxes

on ships' masters, mates, marine engineers, and patrons. This act is

further considered under "Revenue Acts" on page 55 of this report.

Act 252, enacted without executive approval, effective December 21,

1937, authorized President Quezon to accept the decoration known as

the "Order of the BrilHant Jade" offered him by the Repubhc of

China. An additional act of Congress of the same tenor is required

.before acceptance of foreign orders is fully legalized.

"LEGISLATION SUBMITTED TO THE PRESIDENT OF THE UNITED STATES

Section 2 (a) (9) of the Tydings-McDuffie Act stipulates that acts

affecting currency, coinage, imports, exports, and immigration shall

not become law until approved by the President of the United States.

Two measures passed in 1936 were submitted to the President under

the foregoing provision and approved by him during 1937. They were:

Bill 2357 (Act 231), signed by the President of the Philippines on
November 18, 1936, sought to stipulate gross weight for purposes of

assessment of duty on imported fresh or preserved eggs under section
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8, paragraph 269 (a) of the Pliilippine Tariff Act of 1909. Bill 2357
was approved by the President on March 9, 1937, and on receipt of

this information, it became Commonwealth Act 231.

Bill 1535 (Act 232), signed by the President of the Philippines on
November 5, 1936, sought to exempt natural rock asphalt exported
from the Philippines from the payment of the $1 per metric ton
wharfage fee provided for in section 14 of the Philippine Tariff Act of

1909. Bill 1535 was approved by the President on March 9, 1937, and
on receipt of this information, it became Commonwealth Act 232.
One bill passed in 1937 was submitted to the President:
Bill 2512 (Act 253), signed by the President of the Philippines on

December 17, 1937, sought to continue the suppression of section 8,

paragraph 64 of the Philippine Tariff Act of 1909 which levied from
10 to 30 percent ad valorem on dyes, dyestuffs, tanbark and tanning
extracts. The result is to continue these items on the free list. Bill

2512 was approved by the President on February 26, 1938, and on
receipt of this information, it became Commonwealth Act 253. The
act is also listed under ''Revenue Acts" on page 56 of this report.

Three bills passed in the first (regular) session of the First National
Assembly, June 16 to October 9, 1936, were submitted to the President
of the United States late in 1936 but remained unapproved and
ineffective as of December 31, 1937. These bills were:

Bill 11, signed by the President of the Phihppines November 5,

1936, sought to establish an embargo on the export of fibers (buntal)
seeds, or seedlings of the plant commonly known as the buri palm
(Corypha elata Roxb.).

Bill 1490, signed by the President of the Pliilippines November 7,

1936, sought to amend section 8, paragraphs 264 and 265 of the Philip-

pine Tariff Act of 1909 in such manner as to increase the import duty
on malt beverages, except stout, from $4-$5.50 to $14-$16.40, per
hectoliter, on cider from $4 to $4.90 per hectoliter, and on nonalcoholic
mineral waters from $1.50 to $2.50 per hectoliter.

Bill 2336, signed by the President of the Philippines November 5,

1936, sought to amend the Philippine Tariff Act of 1909 in such man-
ner as to permit the President of the Philippines ''after due investiga-

tion and when the public interest so requires" to increase the rates of
duty on any or all articles imported into the Philippines fourfold, or
to decrease such rates of duty by three fourths.

One bill passed in the first (special) session of the First National
Assembly, October 19 to 30, 1936, was submitted to the President of
the United States late in 1936, but had not received his approval and
remained ineffective as of December 31, 1937:

Bill 2396, signed by the President of the Philippines, November 29,

1936, sought to amend section 37 of Act 4003 in such manner as to

levy a 20 percent ad valorem tax on the export from the Philippines
of gold-lip pearl shell (Pinctata maxima Jameson), black-lip pearl shell

(Pindata margaritifera Linnaeus), smooth top shell {Trochus niloticus

Linnaeus), rough top shell (Trochus maximus Koch), and green snail

shell (Turbo marmoratus Linnaeus).
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SOCIAL CONDITIONS

Social justice program proclaimed.—President Quezon's program of
social justice proclaimed in his message to the National Assembly on
October 18 (see pp. 39 and 40) was aimed at correction of social evils

which had culminated in the "Sakdal" outbreak on the night of May 2,

1935, and the bombings and incendiary fires in Manila on October 3,

1936, and subsequent instances of labor and agrarian unrest. The
fundamental causes of the social unrest are economic. Only time and
the effectiveness with which the program is carried out will tell whether
the program as announced will correct these evils.

National language.—The Philippine Constitution contains the
following:

Article XIII

Section 3. The national assembly shall take stops toward the development
and adoption of a common national language based on one of the existing native
languages. Until otherwise provided by law, English and Spanish shall continue
as official languages.

In accordance with the above, the national assembly passed Act
184 creating a National Language Institute and empowered the mem-
bers thereof to select one of the native dialects and to recommend
it to the President of the Commonwealth as the basis for a national
language. The act authorized the President of the Philippines to con-
firm such selection by executive order. The dialect selected was
Tagalog, the native language of Manila and surrounding provinces.
The executive order was issued on Rizal Day, December 30, 1937,
and was announced by President Quezon in his Rizal Day radio
address. This announcement was received with approval by the press

and people of Manila and vicinity. The people who speak other
dialects concede that Tagalog is the best developed of the native
languages and has the best literature. It is understood by a great
many educated people in all parts of the islands. This is due to the
fact that Manila is the center of higher learning and that persons who
spent their student years in Manila have some understanding of the
local dialect.

The future steps in this process are specified by Act 184 as follows:

Sec. 8. Upon the proclamation of the national language by the President of
the Philippines, it shall be the duty of the National Language Institute to prepare
a dictionary and a grammar of the national language. Special attention shall be
given to the purification and enrichm.ent of the national language in accordance
with the following procedure:

(1) To purify the vocabulary of the national language, the National Language
Institute shall safeguard the proper meaning and use of the words and expressions
of the national language and shall cleanse the same of unnecessary foreign terms,
words, and constructions.

(2) To enrich said vocabulary, the institute shall use as a source primarily the
Philippine tongues and then, if necessary, Spanish and English, adopting from
these languages such terms as are already familiar to the Philippine tongues,
having been accepted and being in general use in the same. Wlienever it shall
be indispensable to form new words, these shall be taken principally from the
classical languages, such as Greek and Latin, especially for scientific, literary, and
technical uses. Foreign words thus newly formed shall be assimilated to Philip-
pine phonetics and orthography: Provided, hoioever, That the current spelling of
family names of foreign origin and form used by Filipinos shall be preserved in

order not to render the identification of persons difficult.

Sec. 9. Not later than 2 years after the proclamation of the national language
by the President of the Philippines, the National Language Institute shall publish
the dictionary and grammar of the national language prepared as provided for
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in the preceding section, and the President of the Philippines shall issue orders

to the Department of Public Instruction to the effect that, beginning with a day
to be fixed by the President of the Philippines, said national language shall be
used and taught in all public and private schools of the Philippines, in accord-
ance with the dictionary and grammar prepared and published by the National
Language Institute.

What the result of all this will be, can only be conjectured. Nothing
is said as to making this proposed national language the official

language of the government. At present English and Spanish are

established by law as the official languages of the courts and their

records, with the proviso that Spanish shall cease to be so used in

1940. The constitution requires that until the end of the Common-
wealth period, instruction in the public schools shall be primarily

conducted in the English language.

POLITICAL EVENTS

Attack on the judiciary.—At his press conference on Wednesday,
September 22, President Quezon made an unexpected attack upon
the Philippine judiciary. His statements resulted from a decision of

the Court of First Instance of Manila, which had been upheld by a

division of the Court of Appeals, denying compensation to the mother
of a laborer who lost his life by drowning while trying to retrieve a

log in the Pasig Kiver at the bidding of his employer.
The President of the Philippines declared that there was a mis-

carriage of justice in the case and that the trial judge showed little

human sympathy in deciding it as he did. He said that the courts

of justice which had anything to do with the case gave more impor-
tance to the technicalities of the issues involved than in doing sub-
stantial justice. The Chief Executive asserted that the decision was
an "outrage," betraying an attitude of mind which is behind the
times and in obvious contradiction of the progressive spirit of the
constitution. "A twenty-first century judge who interprets the laws
as if he were living in the sixteenth century has no place in the
judiciary," he said. "If we have judges here going to decide cases

like that we are going to have a revolution," he added. The President
went on to say that he already had expressed his feelings on the
matter at a meeting of the Cabinet and he declared that he spared
no words in condemning the decision. "I have never regretted any-
thing more in my life than to have made that appointment," he
said, referring to the nomination of the trial judge. The trouble
with some of the judges, in the President's opinion, is that they
had been brought up in affluence from childhood to the time they got
through colleo'e and had never had the contact with the masses
necessary to give them sympathetic understanding of their problems.
The next day President Quezon told the press that he did not

know the workingman's case was pending in the Supreme Court.
Had he known that he would not have commented on it as he did,

he stated in deference to the courts of justice. But since he had
given his views in advance, he stood by all he said with respect to the
attitude of the judiciary toward the poor as betraj'^ed in the decision
of the court which he was commenting on. At the same time the
President wrote a letter to the Chief Justice of the Supreme Court
reading as follows:

My Dear Mr. Chief Justice: Although I have already given out a statement
that when I expressed publiclj' my opinion on the Barredo case, I was not in-

120403—39 4
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formed that it was pending before the Supreme Court for adjudication, it will

perhaps serve a good purpose my writing you directly on the subject.

Let me state first, to show how I feel generally about discussing a question
sub judice, that when at the same press conference my opinion of the Barredo case

was asked, I declined to comment on Judge Vera's decision on the Cu Unjieng case

upon the ground, as I then stated, that it was pending before the High Tribunal
for decision.

I take it, knowing you and every member of the court and so I feel certain

thereof, that neither the court collectively nor its members individually, in arriving

at their conclusions on the Barredo case, will in no way be influenced by either

wh£.t I have said or by what the people may think of the decision. I am con-
fident, too, that you and your associates will, on your part, feel as certain that
I would expect you to ignore entirely what I have said on the subject.

If you and the court believe that it will be in the public interest to have this

letter published, please feel at liberty to do so.

With expressions of my high esteem and regard, I am,
Very sincerely yours,

(Signed) Manuel L. Quezon.

President Quezon further directed the Secretary of Public Works
and Communications to prohibit the concession or award of any public

works contract to Barredo & Co., the defendants in the case. His
letter reads as follows:

Dear Mr. Secretary: It having come to my knowledge that Fausto Barredo
& Co., as contractors for the Ayala Bridge, have refused to pay an indemnity to
the family of one of the ixien working on the bridge who met death in compliance
with orders given by one of the employees of Barredo & Co., }-ou are hereby
authorized and directed to prohibit the acceptance by the Bureau of Public Works
of any bid coming from Barredo & Co. or from Fausto Barredo personally, whether
it be a public work of the national, provincial, or municipal governments, or any
of their agencies or instrumentalities. In any contract entered into by the govern-
ment of the Commonwealth or any of its subdivisions, agencies, or instrumental-
ities, there shall be inserted a clause to the efl'ect that Barredo & Co. or Fausto
Barredo are barred from any contract with the government, and that at any time
evidence may be had that Barredo & Co. or Fausto Barredo personally has any
interest, directly or indirectly, in the contract, the contract will be automatically
canceled and the bond forfeited to the government.

This order should be published in all newspapers and in the Official Gazette
for the information of all concerned. And this order will stand until Barredo &
Co. pay to Silvestra Cuevo, mother of the dead laborer, the sum of PI,000 which
she has claimed from Barredo & Co. as indemnity for the death of her son and
which said company refused to pay.

I have read and studied the record of the civil case No. 49325, Silvestra Cuevo
v. Fausto Barredo, and I am deeply and strongly convinced that the technicalities

of the law have been allowed to defeat the aims of justice. The case is simple.
A man was working for Barredo & Co. in the construction of the Ayala Bridge.
A log of the defendant's property was carried away by the strong current of the
Pasig River, which log was in a pile of logs belonging to Barredo not tied together
and placed along the bank of the river. One of the capataces in charge of the
work shouted to the carpenters and ordered that they save the log, otherwise
they would have to pay for it. One of the carpenters obeyed the order and
swam to save the log. He was drowned. One thousand pesos is too small an
amount to pay for a man's life even if he be only a common laborer. Any indi-

vidual with human sentiments would have paid this sum, if he had the money;
and courts, with practical sense of justice, would not have bothered about tech-
nicalities, but would have ordered the payment of that amount to the heir of the
deceased
Under the circumstances, there is nothing that the executive department of

the Government can do to right the wrong that has been committed. But it

can and it should make plain its stand so that it may not be considered a party
to this miscarriage of justice. Hence, this order that will warn every corporation
or individual engaged in business as a contractor that it will have the Government
field closed to him unless he deals fairly and justly with his employees and
workingmen.



HIGH COMMISSIONEK TO THE PHILIPPINE ISLANDS 47

The charges and orders of the President of the Phihppines caused a
furious controversy. The judiciary remained quiet. The members
of the national assembly, including Speaker Gil Montilla and Hon.
Enrique Magalona, chairman of the Committee on Labor, supported
the stand of the President. The lone exception was Assemblyman
Benigno Aquino, who held to the view that if judges were obliged to

place greater consideration on the political theories of the chief execu-
tive than on actual provisions of the law when deciding a case, "we
shall have a government of men and not of laws." He asked: "What
sort of jurisprudence would we produce in the Philippines if we had to
consult the opinion of the cliief executive every time a case is decided?"
Labor unions and radical elements rallied behind the President. On
the other hand, the Philippine bar, through the Lawyers League,
approved a resolution condemning President Quezon's denunciation of

the judiciary and the legal profession. The Philippine Bar Association
evaded the issue.

The case was elevated to the Supreme Court of the Philippines for its

review by certiorari, which was admitted by the court on September 9.

It was pending at the end of the year. (The supreme court reversed
the decision of the lower courts in an opinion handed down February
24,1938.)

Fusion of the Quezon and the Osmena political parties.—For practi-
cally 30 years Quezon and Osmena were in control of the dominant
political party known as the "Partido Nacionalista." During this

period the opposition fought a losing fight. In one election, that of

1922, Quezon and Osmena disagreed and their party was temporarily
disunited. After the 1922 elections they adjusted their differences

and were restored to power. There was this change. Osmena, who
had been president of the party from 1907 to 1922, was succeeded by
Quezon, who occupied it until near the end of 1937.

In 1933, when Osmena returned from Washington with the Hare-
Hawes-Cutting Act and urged its acceptance by the legislature, the
Quezon majority not only rejected it but removed Speaker Roxas
and Majority Floor Leader Aquino from their positions. Senator
Osmena, president pro tempore of the senate, tendered his resigna-
tion, which was accepted. This action divided the party in power
into the "pros" and "antis" under Osmena and Quezon, respectively.
Discouraged by their long up-hill fight, the Democratas abandoned
their party and joined either with the "pros" or the "antis". These
were the parties which contested the general elections of 1934 which
resulted in a victory for Quezon.
When the time approached for the election of President and Vice

President of the Commonwealth and members of the national as-
sembly, Quezon and Osmena again composed their differences and the
"antis" and the "pros" were fused with the understanding that Quezon
should be the candidate for President and Osmena for Vice Presi-
dent. This temporary fusion for a special purpose continued untU
the time approached for the provincial and municipal elections in

1937, when the "antis" and the "pros" finally gave up their identity in a
permanent consolidation. This was effected with due formality in a
joint national convention on September 20, 1937. On that occasion
a message was read for President Quezon by Vice President Osmena,
in which the President of the Commonwealth announced that thence-
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forth he was divorcing himself from poUtics. For that reason, Presi-

dent Quezon, and following his example Vice President Osmeiia,
declined the presidency of the consolidated party.

The newly formed organization is known as the Nationalist Party.
It is supposed to be governed by a directorate including a president and
vice president. In practice, however, there being no issues at stake
except the personalities of the political leaders, the party finds itself

under the control of President Quezon.
The opposition party.—The opposition party, known as the Popular

Front, is weak. It is an organization composed of a few small minor-
ities. It includes the National Socialist Party which supported
General Aguinaldo's candidacy for President, the Republican Party
which supported Bishop Aglipay, Vicente Sotto's Civic League, Miguel
Cornejo's Fascists, Benigno Ramos' Sakdals and others. The most
prominent leaders, in addition to those just named, are former Sena-
tors Juan Sumulong and Emiliano Tirona, former Secretary of

Justice Quirico Abeto, General Alejandrino and former Judge D elfin

Jaranilla. The only bond between these leaders is that they are in

the same situation—they are out of power; otherwise their views
and their motives are diverse. The Popular Front is the only opposi-
tion to the party in power and its influence is very slight, except in

the city of Manila where it has several local leaders of force and
personality.

Provincial and municipal elections.—The general elections for

provincial and municipal officials were due to occur in June 1937.

The political situation was such, however, that the party in power
desired a postponement which was effected by legislation, and the
elections took place on December 14, 1937.

This postponement gave time for a fusion of the Quezon and the

Osmeiia parties and for the full development of a well publicized, well

financed campaign for social justice. This campaign stole the thunder
of what little opposition there was. Social justice was the theme of

President Quezon's speeches. Laws were passed to assist the tenant
against the landlord. The wages of government laborers were
raised. A sensational attack was made on "sixteenth century judges"
who decided a case against a laborer. The cedula tax was abolished

just before the election (Act 238). The government, in short, moved
toward the opposition and the opposition had nothing left to offer.

With this preparation, the fused party swept the elections, winning
the governorships of all provinces except Batanes, where a nonpartisan
candidate was elected. Only a few opposition candidates were elected

as mayors and as members of provincial boards.

Woman suffrage.—The Philippine Constitution contains the follow-

ing provisions:

The national assemblj^ shall extend the right of suffrage to women, if in a plebi-

scite which shall be held for that purpose within 2 years after the adoption of this

constitution, not less than 300,000 women possessing the necessary qualifications

shall vote affirmatively on the question.

Pursuant to the above. Commonwealth Act No. 34 set April 30,

1937, as the date for the plebiscite and it took place accordingly.

The returns were:

Affirmative votes 447, 681
Negative 44, 307
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The national assembly during its second special session, August 28

to September 8, 1937, canvassed the results of the plebiscite and put

woman suffrage into effect by redefining the qualifications for voters

in section 431 of Act 233, approved September 15, 1937.

Second anniversary of the Commonwealth.—-The second anniversary

of the estabhshment of the Commonwealth was celebrated in Manila
on November 15, 1937, by a parade of the new Philippine Arniy.

Speaking at the conclusion of this parade and addressing the United
States High Commissioner as the official representative of the Gov-
ernment and people of the United States, President Quezon said:

YotJE Excellency: It is most gracious of you, sir, to honor us with your
presence at this celebration of the second anniversary of the inauguration of the

Commonwealth, a historical event which marks the beginning of the process by
which the United States will finally relinquish its sovereignty over the Philippines.

In an age when defenseless or powerless nations are in constant dread of their

very existence lest some powerful nation may attempt to subjugate them,
America's voluntary withdrawal from a country already under its lawful domain,
so rich in natural resources and so promising in material returns stands as the

beacon light pointing the way to a distressed humanity out of the threatening

universal disaster which that great advocate of national rights, Woodrow Wilson,

appropriately called self-determination.

Here is the admirable example of two peoples thrown together by the hands
of destiny and agreeing between themselves in good will and with best wishes

for one another to sever their political union that each may go its own way as

God has willed that every people should.
On behalf of my government and people, sir, may I ask Your Excellency, to

inform the President of the United States that on this day of our national rejoic-

ing our first thought is of America and our grateful hearts go out to her in thanks-

giving for her unfailing help, support, and encouragement in our difficult task of

nation building?
And may I also add that you, sir, as the President's representative in the

Philippines, have deservedly won our high esteem and respect for the generous
contribution you are giving to this common enterprise which confronts as well

your country and mine?
The army that has paraded before you, sir, is not only the Philippine Army.

It is your army, not only because under the Independence Act the President of the

United States may place it under your command for the defense of the American
flag but also because the Filipino people will gladly do it in recognition of what
you have done for us.

National information board.—The law creating the national infor-

mation board was approved by the President of the Philippines on
November 13, 1936. It contains the following provision:

Section 1. Hereafter all the information, publicity, and propaganda work of

the government shall be under the direction of the national information board
composed of a chairman and two members to be appointed by the President of

the Philippines with the consent of the commission on appointments of the na-

tional assembly. The national information board is hereby authorized to adopt
such methods or avail of such means as the radio, the press, and community
assemblies as it may deem necessary to properly inform the people of the activi-

ties, accomplishments, and policies of the government and thereby establish a
closer relation between the government and the people.

Two members of the board and a manager were appointed. The
board members are: Hon. Elpidio Quirino, Secretary of the Interior,

chairman; Hon. Eulogio Rodriguez, Secretary of Agriculture, member;
Mr. Mauro Mendez, manager. (Mr. Mendez had previously been
employed as publicity adviser for the office of the President of the

Philippines.)

The office began to function early in 1937, the manager having
recruited a well-qualified staff of assistants from the various newspapers
of the city of Manila. In addition, he had a small group of confiden-
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tial agents who visited the various provinces reporting on the dis-

afFections of the people. In July the board issued a tabloid news-
paper: "News for the People", which was published in Tagalog. This
publication featured the activities of the national relief board, and
defended the purchase of the Casiana, the presidential yacht.

In addition to the publication, the Bureau issued pamphlets, in

the most important dialects, on the various new laws. These pam-
phlets were prepared in a question and answer form, and were very
effective.

Later in the year, the board issued a 64-page booklet. The "Citizen's
Hand Book", which contained articles on such subjects as national
defense, public defenders, the civil service, the tenancy law, the usury
law, and small industries. This booklet was published in the three
major dialects.

The board does not give out press releases to newspapers, and it has
not been charged with any attempt to impose censorship upon the
newspapers. The only activity in the way of censorship which has
been manifested was an order by the board to a local radio station,

supported by a government subsidy, that it suppress from its daily

broadcast of news certain items which reflected discredit on the gov-
ernment. This situation was corrected by the withdrawal of the gov-
ernment subsidy from the radio station and the substitution of a policy
of buying time for all government broadcasts. The government does
buy a considerable amount of time. The national information board
arranges for various government officials to speak over the radio,

and there are daily broadcasts of news sponsored by the national
information board. News broadcasts by agencies other than the
national government, are not censored in any way by the national
information board.

In order that the people of the Philippines may have an opportunity
to hear the government broadcasts, the national government shares
the cost of the installation of radio receiving sets in the municipalities
throughout the provinces. These receiving sets are functioning in

about 600 of the municipalities at this time, and it is probable that this

number will be greatly increased in the future.

The newspapers of the larger municipalities do not have a wide
circulation in the provinces, and as a result, the provincial people
are very much dependent upon the radio presentation of news. It is

probable that the government will abolish the tax on radio-receiving
sets, in an effort to encourage a wider ownership.

VII. PUBLIC FINANCE AND BANKING

The Report of the United States High Commissioner to the Philip-

pines for the period from November 15, 1935, to December 31, 1936,
was prepared in December 1936, making it impossible to present com-
plete financial and statistical data for the period under review. The
statement was made that a supplement to the report would cover
public finance for the period from November 15, 1935, to December
31, 1936. The submission of a supplement was discarded in favor of

making this section of the 1937 report comparative in form, showing
wherever possible figures for 1935 and 1936 as well as for 1937.

As far as possible, the data presented in this report continue the

financial statements which appear on pages 28 and 29 of the Annual
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Report of the Governor General of the Phihppine Islands for the
period from January 1, 1935, to November 14, 1935.

Attention is directed to the very satisfactory statistical tables and
financial statements covering the years 1935 and 1936 appearing in

appendixes Nos. 1-8, inclusive, in the First Annual Report of the
President of the Philippines to the President and Congress of the

United States.

FINANCIAL LEGISLATION

Budgets.—Section V of the report of the United States High Com-
missioner to the Philippine Islands for the period from November 14,

1935, to December 31, 1936, gave detailed information on the budget
message of the President of the Philippines and the budget for 1937
which was submitted to the National Assembly on June 23, 1936. A
similar report on the budget message and budget for 1938 follows:

On October 30, 1937, the President of the Philippines submitted
the national budget for 1938 and his budget message to the National
Assembly. Extracts from his message are quoted below:

The total estimated regular income accruing to the general fund for 1938
derived from revenues levied and collected in the Philippines is F80,445,700.
The total income that is estimated to accrue this year, 1937, to the Philippine
treasury from taxes levied and collected by the National Government is F87,797,-
400. To this amount must be added P108,834,490.04, derived from the proceeds
of the excise tax on coconut oil, which has been collected up to September 30,

1937, plus ?7,500,000 that is estimated to be collected until the end of this year.

Therefore, the aggregate income estimated to accrue to the Philippine treasury
for 1937 is F204, 13 1,890, the highest mark ever reached in the whole financial

history of the government of the Philippines.

The extraordinary increase in the estimated income derived from local revenues
for 1937, which is based upon collections already made up to August 31 of this

year, is largely due to the favorable effect on this year's revenue collections of the
unusual boom in the trading in mining stocks and securities that prevailed during
1936, as well as to the greater efficiency in the collection of taxes since the inaugura-
tion of the government of the Commonwealth. The reduction in the estimated in-

come for 1938 is due mainly to the return to normalcy of the trading in mining
stocks and securities and a marked decline in the importation of dutiable Chinese
goods, caused by the Sino-Japanese conflict. However, this estimated income
for the next year is still considered conservative.

Chargeable against the estimated regular income derived from local revenues
for 1938, ,the budget proposes expenditures for the ordinary operating expenses
of the national government for the same fiscal year, reaching the total amount
of ^76,296,207.22, which is F9,585,426.03 greater than that for 1937. This
increase is due i^rincipally to the intensification and needed expansion of the
different public services; the establishment of new services authorized by various
laws that you have enacted; and the restoration of the rates of salaries received
by officers and employees in 1932. Howevqr, as you can see from the figures

above stated, the estimated regular income for 1938 will not only be sufficient to
cover the estimated ordinary expenses, but will leave a reasonable amount of

surplus besides.

It will be noted that the budget, in addition to the appropriations for the ordi-

nary expenditures of the government, proposes various items of extraordinary
expenditures, which are nonrecurring in nature, in the aggregate of F2,689, 347, of

which PI, 551, 599 is chargeable against the accumulated current surplus of the
general fund proper and the rest, amounting to PI, 137,748, is proposed to be
taken from the proceeds of the coconut-oil excise tax.

You will note from the "Comparative Financial Statement" of the budget
that, although the income from the coconut-oil excise tax is made a part of the
general fund, because, under the law, it may be appropriated for general purposes,
I am, nevertheless, segregating it from the general fund proper, in order that the
appropriations to be made therefrom may be properly and readily distinguished
from others, and so that its condition may be clearly seen at all times.
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I wish to invite your attention to the provision of the act of Congress, which
authorizes the collection of the coconut-oil excise tax for the benefit of the Philip-
pine treasury, that "if at any time the Philippine government provides by any
law for any subsidy to be paid to the producers of copra, coconut oil, or allied

products, no further payments to the Philippine treasury shall be made under
this subsection." This means that not only the proceeds of the said excise tax,
but even the funds derived from the local revenues of this government, cannot
be used for aiding the coconut industry as long as we continue receiving the
benefits of the coconut-oil excise tax. Needless to state, it is of the utmost
importance that the government of the Commonwealth, at all times and in every
case, should comply with its obligations with the Government of the United
States, as it must show alwaj='s its honesty and good faith whenever it enters
into an agreement with another government, or any private entity, whether a
corporation or an individual.

I also wish to reiterate here what I stated in my annual message to you that the
funds derived from the coconut-oil excise tax should not be appropriated for ordi-
nary operating expenses of the government, which are continuing or recurring in

nature, but their expenditure should be confined to the construction of such
public improvements as waterworks, hospitals, leprosaria, sanatoria and treat-
m^ent stations for those who are afflicted with tuberculosis, schoolhouses, and
roads, and to such other special purposes as would help to improve the health and
ameliorate the social condition of the masses of our population; extend the facil-

ities of public elementary instruction; and promote the economic development of

the country. Such expenditures, however, should be made only after adequate
provision has been made for the proper inaintenance of the new services and
improvements to be established, not merely for 1 year, but for all the years to
come, in the case of services of permanent nature, or until the objectives are
accomplished in the case of other projects. We must not lose sight of the fact

that for every schoolhouse erected, the expenses for the salary of the teacher, and
for the purchase of books and other equipment will have to be provided; and that
for every kilometer of road constructed, an average of F760 yearh' is necessary
for its miaintenance. The same thing is true in the case of the other services.

I shall submit to you in due time concrete plans for the use of the proceeds of the
coconut-oil excise tax.

Since 1933 the salaries of the officers and employees of the national government
have been subjected to the 10- and 15-percent reductions prescribed by the annual
appropriation acts. As may be recalled, the said reductions were effected as a
measure of economy to solve the financial difficulty which confronted the govern-
ment as a result of the economic depression that prevailed in 1932 and subsequent
years. That emergency has already passed and the present condition of the
finances of the government is such that it can now afford to restore the salary
rates, which, because of the increased cost of necessities, the officers and
employees affected justly deserve. Tn the restoration of the former salary rates,

however, care has been taken not to apply it to positions the degree of importance
of which does not warrant the payment of salaries higher than what tiie incum-
bents thereof are now receiving. Likewise, the proposed restoration of the
former rates of salaries is not being extended to officers and emploj'ees, who,
although aff"ected by the salary reductions of 1933, are receiving salaries that are
less than those authorized for their present positions, but equal to, or more than,
the salaries they received prior to the reductions, for having since been assigned
to higher positions.

The need for giving salaries to capable and efficient officers and employees of

the government, which are commensurate with the importance of their positions

and the degree of responsibility that they hold, is obvious. The government is

the biggest, as well as the most complicated and difficult, business enterprise

in any country. It must meet with efficient service the needs and requirements
of the peoi^le who are supporting it. Strict honesty and integrity are required
of its employees. There is no doubt that the government, to accomplish its

purpose must, above all, obtain and retain the services of qualified, efficient, and
honest public servants. This, of course, can only be done by giving them ade-
quate compensation. In determining what rates of compensation are adequate
for the employees of the Philippine government, we should not overlook the
fact that, although we are in the Orient, our national economy is influenced

principally by the economic conditions obtaining in the United States. Tlie

prices of our major export products and of the great part of the goods we import
follow those prevailing in that country. Our monetary sj^stem is tied to the



HIGH COMMISSIONER TO THE PHILIPPINE ISLANDS 53

United States dollar and any fluctuation in the value of the dollar affects our
peso. Under such conditions, the government empl,oyees, like other people of

their class and standing, are forced to adopt a standard of living that is molded
by exotic conditions and influences.

In view of the reasons above stated, I am recommending in the budget for
1938, in addition to the restoration of the former salary rates, increases in the
salaries of officers and employees, the nature and importance of whose positions
demand such increases to give them adequate compensation. You will note
that, in the case of the chiefs of technical bureaus, like the Solicitor General and
the directors of the bureaus of public works, mines, customs, internal revenue,
and treasury, I am recommending the payment of extra compensations to their
incumbents in addition to the salaries regularly fixed for their respective posi-
tions. The salaries of experts and specialists, such as the consulting architect
of the bureau of public works, the pathologist in the bureau of health, and others
have been given due consideration.

I am also recommending that the commissioner of the budget be given the rank
and compensation of a secretary of department. The budget office has charge,
not only of the preparation of the budget, but also of the supervision of the enforce-
ment of the annual General Appropriation Act and other acts that authorize the
expenditure of the public funds, including the control and supervision of requisi-

tions and orders for supplies, materials, furniture, and equipment, with a view
to avoiding waste and extravagance. It also exercises control and supervision
over the accounting services for all the bureaus and offices of the national govern-
ment. It serves as a clearing house for data and information that are necessary
for the proper coordination of tlie financial and administrative policies of the
government. It proposes changes in the organization of the government or any
of its branches, as well as ways and means for their efficient and economical
functioning, all of which requires that the head of the office be kept continually
and intimately informed of, and consulted as to, the major policies of the govern-
ment. In other words, under the present set-up, the commissioner of the budget
is the President's "eyes and ears" in the administration of the public funds, and,
in the performance of his delicate task, he deals directly with the various heads
of departments. The work of the budget office, since its creation last year, has
so grown in importance and magnitude that I believe the elevation of its head to
the category of a secretary of department is fully justified and will serve greatly
to facilitate the performance of his duties.

In line with the recommendation I made in my budget message last year, I have
eliminated from this budget the standing appropriation of f*250,000 for the Belo
fund under Act No. 3431, and, in its place, I am recommending appropriations for
salaries of technical and expert personnel in the office of the chief executive, in

some executive departments and in the University of the Philippines, the need
for whose services may arise from time to time. The necessary investigations,
preparation of plans and execution of the varied and important projects which
the administration is undertaking, will doubtless necessitate henceforth the
services of expert and technical men in the different branches of the government
more than ever before. It is hoped that you will repeal Act No. 3431, otherwise
known as the Belo law.
The fiscal year 1936 closed with a current surplus of F47, 907,668. 89 in the general

fund. The total income this year, exclusive of the proceeds of the excise tax on
coconut oil collected in the United States, is expected to reach F87,797,400 while
the total ordinary expenditures for the year is estimated at about P66,700,000.
There will, therefore, result at the end of this year an excess of regular income over
ordinary expenditures of about P21,090,000 which, added to the current surplus
at the end of last year, should give a total accumulated current surplus of about
P68,990,000 in the general fund proper at the end of the current year. However,
as can be seen in the "Comparative Financial Statement" of the budget, the large
outlay for extraordinary purposes which you have authorized, amounting to-

P46, 133,887.49, has considerably reduced the current surplus of the general fund
proper, so that, by the end of the current year, it may fall to as low as #22,860,000.
To preserve the stability of the government's finances, therefore, I am replenish-
ing the current surplus of the general fund proper by transferring thereto from the
proceeds of the coconut-oil excise tax the sum of P26,840,000 which is the total of
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the extraordinary appropriations that have been authorized from the general fund
proper for the following extraordinary purposes:

Subscription of stock of the National Development Co., Act No.
2849 PIO, 000, 000

Subscription of stock of the Manila Railroad Co., Act No. 3116 1, 000, 000
For the acquisition of land and construction of buildings for labor-

ers, Act No. 4184 250,000
Loan to the Manila Railroad Co., Commonwealth Act No. 4 9, 990, 000
For the purchase of homesites in large landed estates, Common-

wealth Act No. 20 1,000,000
For the reforestation and afforestation of watersheds, denuded

areas and cogon or open lands. Commonwealth Act No. 119 250, 000
For organizing the National Power Corporation, Commonwealth

Act No. 120 250,000
Revolving fund for the construction of waterworks, Commonwealth

Act No. 125 , 2,000,000
For stabilizing the prices of buntal fibers, Commonwealth Act

No. 147 500,000
For the survey and subdivision of public agricultural lands, Com-
monwealth Act No. 166 100, 000

For a new census, Commonwealth Act No. 170 1,500,000

Total 26, 840,000

After the transfer of the above-stated amount from the proceeds of the coconut-
oil excise tax, there remains in this fund a surplus of F89,494,490.04, which, to-

gether with the estimated current surplus of ?^49,700,000 in the general fund
proper at the end of the current year, will give a total accumulated current surplus
of P139, 190,000 in the consolidated general fund at the end of this year.

The government is a "going concern" the services of which must continue for

an indefinite period of time. Hence, it must have at all times surplus funds
enough to maintain confidence in its financial integrity, to form the basis for the
national credit, and to meet inevitable emergencies arising from public disasters

and calamities which happen to all nations in the course of time. For these
reasons, it is my opinion that, for the present, the government of the Common-
wealth should maintain a current surplus in its general fund proper of about
¥=50,000,000.

The following table is prepared from figures appearing in the 1938
Budget:

Details
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As stated above, the 1937 figures are revised figures. The figures

shown in the original budget as submitted by the President of the

Philippines to the national assembly are as follows:

Estimated regular income ?65, 817, 400. 00
Estimated ordinary expenditures 64, 767, 138. 00

Estimated excess of regular income over ordinary ex-

penditures Fl,050, 262. 00

General Appropriation Act, 1938.—The 1938 budget became the
General Appropriation Act for 1938, Act 245, approved December 17,

1937. Act 245 carries a total appropriation of F69,051,310.12,
"Fl,037,748 of which being chargeable against the excise tax on coconut
oil. This figure compares with that of F55,6C9,845.55, the total of

the General Appropriation Act for 1937, Act 38. Neither of the
figures includes fixed charges such as interest and sinking funds on
bonded indebtedness, retirement gratuities, gratuities under Act 1259,
advances to the Philippine Railway Co. under Act 1730, or contribu-

tions to the government service insurance system under Act 186.

Such fixed charges were estimated at f9,756,373 for 1937 (revised) and
atF9,814,790for 1938.

It will be noted from the above that, while the estimated regular

income for 1938 is lower by P^7,351,700 than that for 1937, the esti-

mated ordinary expenditures are increased by P9,585,426.03 for 1938
as compared with 1937. The causes for the decrease in estimated
regular income and the increase in estimated ordinary expenditures
are stated in the extracts of the budget message quoted above.

Coconut-oil-tax collections were estimated at P116,334,490.04 for

the 1937 budget, while none is estimated for the 1938 budget.
F26,840,000 out of this fund was used as a transfer to the general

fund proper in 1937, while PI, 137,748 is proposed for extraordinary
expenditure during 1938.

Revenue acts.—Only one measure for increased revenue was passed
by the national assembly in its 1937 sessions and its effect will be
negligible in amount. Act 251, approved and effective December
17, 1937, increased the annual privilege tax on insurance agents and
subagents from P40 to P50 and imposed annual privilege taxes on
ships' masters and marine chief engineers at F40, on chief mates and
marine second engineers at P24, on second mates, marine third engi-

neers and first-class patrons at T16, and on third mates, marine fourth
engineers, and second-class patrons at FIO.
Three measures were passed having the effect of decreasing the

revenue, one of them by a large amount. Act 238, approved and
effective November 17, 1937, abolished the time-honored Cedula and
condoned all delinquencies thereunder. Although there were some
exceptions as to amount and allocation of proceeds to meet special

region conditions, particularly in the Mountain Province and other
isolated districts, the Cedula levy of two pesos per annum on males
over 18 and under 60 years of age was allotted one-half to municipal
school funds, one-quarter to municipal general funds and one-quarter
to provincial general funds. During the 5 years 1933 to 1937, in-

clusive, total Cedula collections averaged nearly P4,770,000. The
loss to local governments occasioned by the repeal of the Cedula
will be met by annual reimbursement from the central or national
government revenues of an equal amount. For 1938 this charge was
covered by Act 241..
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Act 243, approved December 10, 1937, retroactive to January 1^

1937, increased the exemptions and liberalized the provisions of the
fixed tax on business subject to the percentage (sales) tax. While
the loss of revenue does not compare with the loss resulting from
abolition of the Cedula, it will be a noticeable amount.
Act 253, approved by the President of the United States February

26, 1938, continued to December 1, 1946, the suppression of para-
graph 64 of the Philippine Tariff Act of 1909 which levied from 10 to

30 per centum ad valorem on dyes, dyestuffs, tanbark, and tanning
extracts. The result is to continue these items on the free list.

_
Appropriation acts.—During 1937 the national assembly passed

eight appropriation acts, summarized as follows:

Number
of the act
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The Annual Report of the High Commissioner for 1936 was pre-

pared before financial data for the year 1936 were available. The
present report presents financial data for the years 1935, 1936, and
1937. Where desirable, the comparative data as of November 14,

1935, are presented. For convenience, the financial statements have
been tabulated as follows:

Table 1.

—

Statement showing relation of appropriations to disbursements in the

general fund for the periods Jan. 1 to Nov. 14, 1935, and calendar years 1935,
1936, and 1937 i

Details

ANNUAL AUTHORIZATIONS AND DISBURSEMENTS

General appropriations
Supplemental
Definite appropriations offset by receipts

Public works appropriations
Permanent appropriations
Investments
Other extraordinary expenditures

Total authorized appropriations
-Add balance of continuing appropriations,

Jan. 1

Total authorizations for the year.

JDeduct:
Actual expenditures out of current appro-

priations
Actual expenditures out of continuing ap-
propriations

Appropriations transferred to special and
other funds

Total actual expenditures

Excess of authorizations over actual ex-

penditures

Pesos
55, 959, 625. 00

616, 722. 34
11,310,000.00
10, 866, 803. 78

11,000,000.00
10, 747, 480. 52

100, 500, 631. 64

18. 485, 336. 68

118,985,968.32

75, 984, 807. 62

9, 145, 025. 41

7, 423, 145. 84

92, 552, 978. 87

26, 432, 989. 45

Pesos
43, 297, 974. 56

24, 309, 488. 59

379, 272. 17

1, 760, 500. 00
14, 222, 780. 39

84, 170, 015. 70

12, 148, 101. 58

6, 318, 117. 28

65, 996, 995. 41

9,424,391.25

1, 134, 355. 74

76, 5S5, 742. 37

19, 732, 374.

Pesos
42, 900, 538. 72

10, 316, 392. 00
3, 662, 232. 88
4, 640, 900. 00

12, 516, 277. 61

74, 036, 341. 21

5, 909, 851. 71

79, 946, 192. 92

54, 196, 327. le

6, 178, 512. 0<

5, 724, 519. 47

6\ 099, 353.67

13, 846, 834. 21

1935 (to

Nov. 14)

42, 886, 996. 20
4, 038, 240. 98
3, 259, G91. 03

4, 640, 900. 00
13, 133, 103. 22

67, 958, 331. 43

5, 909, 851. 71

73, 868, 183. 14

55, 320, 105. 22

2, 679, 570. 50

57, 999. 675. 72

15, 868, 507. 42

1 Data from Annual Reports of the Auditor General.

Table 1 shows that annual appropriations have increased by over
60 percent since establishment of the Commonwealth. ] 935 appropri-
ations as of November 14, 1935, were P73,868,183.14. Their sum
advanced to P79,946,192.92 at the end of 1935, to F96,318,l 17.28

at the end of 1936 and to PI 18,985,968.32 at the end of 1937.

Among the subgroups of appropriations it will be observed that
appropriations for general purposes increased by nearly 30 percent;
that public-works items averaged over P6,500,000 for 1936 and 1937
as against P4,640,900 for 193^5; that there were nearly F22,000,000
of investment and extraordinary appropriations in 1937 against none
in 1935 and 1936; and that the balance of continuing appropriations
more than trebled.

On the disbursement side, expenditures against general appropria-
tions increased from P55,320,105.22 as of November 14, 1935, to

P75,984,807.62 for 1937—an increase of 37 percent. Expenditures
from continuing appropriations were more than trebled. The excess

of legislative appropriations over executive expenditures increased
from>15,868,507.42 to P26,432,989.45—an advance of 66 percent.
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TablH- 2.-^Statement, showing .relation: jof yid'nal receipts to disbursements, or result

of operations, in the general fund for the periods Jan. 1 to Nov. 14, 1935, and
calendar years 1935, 1936, and 1937 i

Details of result of operation
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collections from June 10, 1934, to May 31, 1937, in the amount of
P95,507,227.50.

If the windfall revenue be taken from actual receipts for 1937, the
excess of such receipts over disbursements will appear as reduced to
F3,693,984.25.

Since 1932, actual receipts in the general fund have annually
exceeded disbursements. These excesses are the final and conclusive
argument that the government is living within its income. They are
the only results which justify the lay conclusion that "the budget is

balanced."

Table 3.

—

Statement showing condensed balance sheets and total current surplus
{accumulated surplus) accounts of the general fund as of Nov. I4, 1935, and at end
of calendar years 1935, 1938, and 1937 ^

Details of balance sheet
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vember 14, 1935, and F39,565,495. 59 on December 31, 1935, to

1P47,907,668.89 on December 31, 1936, and to F165,427,481.34 on
December 31, 1937. If the coconut-oil excise-tax collections were
eliminated the surplus accumulated to end of 1937 would have been
F51,601,653.14—still preserving an upward trend.

Table 4.

—

Statement showing cash position of the general fund on Nov. 14, 1935,
and at end of calendar years 1935, 1936, and 1937 i

Details
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Coconut-oil tax fund
Basis of collections:

Collections in the United States June 10, 1934, to Oct. 31, p^sos

1937 113, 825, 828. 20

Deduct

—

Amount to replen ish general fund 26, 840, 000. 00
Subscription to stock of Manila R. R. Co 1, 300, 000. 00
Restoration of sinking-fund investments in Manila Ry.

Co., Ltd., and Philippine Ry. Co bonds 369, 522. 50
Amount appropriated under Act 240 5, 050, 000. 00

33, 559, 522. 50

Excess of collections over appropriations 80, 266, 305. 70

Basis of transfers:

Transferred to treasurer of the Philippines as of July 1, 1937. 95, 507, 227. 30
Deduct amounts to replenish general fund and appropriated

under Act 240 33, 559, 522. 50

Excess of transfers over appropriations 61, 947, 704. 80

Table 5.

—

Statement showing relation of actual receipts to disbursements, or result

of operations, in the special fund for the periods Jan. 1 to Nov. 14, 1935, and
calendar years 1935, 1936, and 1937 i

Details
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back to tlie more normal figure of F2,793,871. 62. Increased con-
tributions to local governments and disbursements for public works
brought the result of operations to a deficit of F609,756.98 in 1937.

Table 6.

—

Statement showing condensed balance sheets and total current surplus
(accumulated surplus) accounts of the special fund as of Nov. 14, 1935, and at

end of calendar years 1935, 1936, and 1937 i

Details
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Table 7.

—

Statement showing relation of actual receipts and disbursements, or result

of operations, in the bond fund for the periods Jan. 1 to Nov. 14, 1935, and calendar
years 1935, 1936, and 1937, together with corresponding condensed balance sheets

and total current surplus (accumulated surplus) accounts ^

Details
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The statements in table 8 cover results of operations in the three
funds of the central or national government—general, special, and
bond—combined, thus eliminating distortion due to inter-fund trans-

fers and presenting a basis for over-all consideration of the financial

progress of the Commonwealth since it inauguration.
The excess of actual receipts over disbursements runs from

P5,365,341.19 for January to November 14, 1935, and F6,906,088.79
for the entire year 1935, to PI 1,136,044. 92 for 1936, and Pi 16,9 10,-

055.47 for 1937, including collections of coconut-oil taxes. Excluding
these collections, the figure for 1937 would be reduced to P3,084,-
227.27.

Net revenue from taxation showed a favorable upward trend from
P63,254,145.10 in 1935 to P75,868,950.27 in 1936 and P95,396,279.42
in 1937. The increases were in practically every important levy
except wharfage, which for 1937 totaled slightly under 1936, although
in both these years wharfage collections were well over those of 1935,

The increase in receipts from import duties from 1935 to 1937 was
approximately 30 percent and was due to the increased quantity and
value of goods purchased from countries other than the United States

and not to changes in rates. Excise taxes increased about 27 percent,

which was due not only to the increased volume of business reflected

in sales tax collections but also to several increases in rates and new
excises enacted in 1935 and 1936, particularly Act 122, increasing the
rates on lubricating oils; Act 128, imposing a tax of 5 percent on ad-
mission tickets for theaters, cinematographs, and other forms of public

amusement; and Act 135, increasing the rates on fermented liquors.

The 50-percent increase in license and business taxes was due primarily

to increased commercial activities and, secondarily, to increases in

fixed privilege taxes as provided for in Acts 203 and 215. Act 117,

which revised upward the surtax rates, together with better earnings,

both individual and corporate, brought about the increase in income
tax collections of over 240 percent.

The increase in receipts, other than from the coconut-oil tax, was
from P82,839,281.32 in 1935 to P116,974, 198.69 in 1937, or 41 per-

cent. On the other hand, the increase in disbursements was from
P75,933, 192.53 in 1935 to P113,889,971.42 in 1937, or about 50
percent. Over the same period the increase in disbursements for

salaries and wages was about 30 percent. The same percentage held

for increases in other administrative expenses and in contributions to

local governments. Outlays and investments at P15,025,205.17 in

1937 were over fourfold as compared with 1935, although slightly

under 1936. Public-works disbursements increased from P5,820, 528.-

31 in 1935 to P10,421,918.25 in 1937, or by 80 percent.

Table 9 continues consideration of the consolidated funds and
presents their condensed balance sheets and surplus accounts as of

November 14, 1935, and at end of 1935, 1936, and 1937. In respect

to the balance sheet it will be noted that government assets increased

from P103,655,008.25 as of November 14, 1935, and P104,413,936.19
as of December 31, 1935, to PI 18,584,813.24 at end of 1936, and to

P24 1,449,809.22 at end of 1937. Eliminating coconut-oil-tax receipts

from 1937 figures, the assets (and liabilities) for this year would be
P127,623,981.02.
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Table 9.

—

Statement showing condensed balance sheets and total current surplus
(accumulated surplus) accounts of the consolidated general, special, and bond
funds as of Nov. 14, 1935, and at end of calendar years 1936, 1936, and 1937 i

Details
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available for transfer following the favorable decision of the Supreme
Court of the United States in the Haskins Brothers and Company v.

Morgenthau, Secretary of the Treasury, et al., and other related cases,

rendered May 3, 1937.

The first deposit or transfer to the Commonwealth of the Phihp-
pines was made, in accordance "with arrangements concluded between
authorities of the Treasury Department and the Commonwealth
government, as of July 1, 1937. The amount involved in the transfer

was P^95,507,227.30. The transfer was deposited to an account
captioned "Treasurer of the Philippines, General Fund Account—Time
Deposit." This fund bears interest at the rate of 2 percent per annum
and is subject to withdrawal for expenditure by the Commonwealth
upon 90 days' notice.

In December 1937 the Commonwealth government took up in its

books an additional P18, 3 18,600.90. This sum was described as

representing reported collections of the tax through October 31, 1937,
over and above the amount transferred as of July 1, 1937, and held
in the Treasury of the United States in its "Philippine trust fund,
coconut oil tax" account. In so doing, an error of 5P2,646,444.88

occurred because of the duplication of collections for May 1937.

The error was corrected in January 1938.

The propriety of the action of the Auditor General in taking up
in the books of the Commonwealth reported collections before they
are transferred from the Treasury of the United States to the "Treas-
ury of the Philippines, General Fund Account—Time Deposit" may
be questioned. In this connection a decision of the United States

Court of Appeals for the District of Columbia, No. 6710, Haskins
Brothers and CoTwpany v. Morgenthau, Secretary of the Treasury et al.

(85 Federal Reporter 2d, 677), certiorari denied by the Supreme
Court of the United States (299 U. S. 588) reads as follows: "But it

cannot be doubted that Congress has the power to change the use and
disposition of the fund if it should consider that course necessary and
proper. Or it could rescind its former action and decline to recognize

the obligation. Certainly, the Philippine Government has no vested
interest in the fund."
The condition of the coconut-oil excise-tax monej^^s for 1937 con-

sidered as a separate fund is shown in the comment on table 4 on pages
60 and 61, above, and it will be seen that but P33,559,522.50 of the

fund had been appropriated up to December 31, 1937. At the date of

completing this report, September 1, 1938, the fund, based on collec-

tions whether or not transferred, has been overappropriated. For
this reason it is considered desirable to bring the record of the fund
down to August 25, 1938. The last report as to collections in the

United States available to the High Commissioner is that for June
1938 reported in Bureau of Insular Affahs radiogram 499, Washington,
August 17, 1938. The appropriations are carried through the ap-
proval of Act 378 on August 23, 1938. With these dates m mind
the account stands as follows:
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COLLECTIONS

June 10, 1934 to June 30, 1938 P130, 067, 976. 16

APPROPRIATIONS

To "replenish the current surplus of the general fund proper by
transferring thereto from the coconut-oil excise tax the sum
of F26,840,000 which is the total of the extraordinary ap-
propriations that have been authorized from the general

fund proper." From budget message of President Quezon
dated Oct. 30, 1937:

Subscription to stock of the National Development Co.
(Act 2849) 10, 000, 000. 00

Subscription to stock of the Manila Railroad Co. (Act
31161 1,000,000. 00

Acquisition of land and construction of buildings for

laborers (Act 4184) 250,000.00
Loan to the Manila Railroad Co. (Act 4) 9, 990, 000. 00
Purchase of home sites in large landed estates (Act 20) __ 1, 000, 000. 00
Reforestation and afforestation of watersheds, etc. (Act

119) 250,000. 00
Organization of National Power Corporation. (Act 120) __ 250, 000. 00
Revolving fund for construction of waterworks (Act 125) _ 2, 000, 000. 00
Stabilization of prices of buntal fibers (Act 147) 500, 000. 00
Survev and subdivision of public agricultural lands (Act

166) - 100,000.00
1938 census (Act 170) 1, 500, 000. 00

Total to replenish general fund {26, 840, 000. 00)
Subscription to stock of the Manila Railroad Co. (Act 3116),

authorized bv the President of the Philippines in seventh
endorsement dated Dec. 3, 1937 1, 300, 000. 00

Further subscription to stock of the Manila Railroad Co. (Act
3116), shown as "payable from the coconut-oil excise tax
fund" in the monthly report of the auditor general for

Januarv 1938 1, 700, 000. 00
Restoration and replacement of sinking-fund investment in

Manila Railway Co., Ltd. and Philippine Railway Co.
bonds, sec. 4, Act 3227, authorized by the President of the
Philippines in fifth and sixth endorsements dated Dec. 16,

1937 369,522.50
For the construction, reconstruction, improvement, alteration,

repair, extension, and/or completion of elementary school
buildings in the Philippines (Act 240) 5, 050, 000. 00

Annual grant to the city of Manila for the construction of

public improvements. Act 242, shown as "Payable from the
coconut-oil excise-tax fund" in the monthly report of the
auditor general for January 1938 1,000,000. 00

General appropriations for 1938 (Act 245, sec. 6):

B-IV-8. Aid to the Manila Railroad Co. for promotion
of tourist trade 100, 000. 00

G-IV-10. Reforestation and afforestation of watersheds,
etc. (Act 119) 258, 198. 00

G-IV-17. Survey and subdivision of public land (Acts
4031 and 166) 163, 980. 00

G-IV-19. Research activities in the Bureau of Science, _ 50, 000. 00
H-IV-9. Domestic air-mail service (Act 223) 150, 000. 00
I-IV-18. Purchase of medicines, medical supplies, in-

struments, etc 200,000.00
I-IV-21. Estabhshment and operation of traveling X-ray

units, pneumothorax clinics and tuberculosis dispensa-
ries 65, 570. 00

I-IV-22. Establishment of health training camps for chil-

dren 50, 000. 00

Total under Act 245, sec. 6 {1, 037, 748. 00)
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Additional appropriation for acquisition of homesites in large
landed estates (Act 260) T2, 000, 000. 00'

General appropriations for 1939 (Act 300, sec. 5)

:

B-IV-8. Aid to Manila Railroad Co. for promotion of
tourist trade 100, 000. 00

G—IV-10. Reforestation and afforestation of watersheds,
etc. (Act 119) 256, 375. 00

G-IV-17. Survey and subdivision of public land (Acts
4031 and 166) 163, 980. 00

Gr-IV-19. Salaries of personnel in research activities in
the Bureau of Science _" 50, 000. 00

H-IV-8. Domestic air-mail service (Act 223) 150, 000. 00
I-IV-23. Purchase of medicines, medical supplies, instru-

ments, etc 200, 000. 00
I-IV-25. Establishment and operation of health training
camps for children 50, 000. 00

I-IV-27. Establishment and operation of traveling X-ray
units, the establishment of pneumothorax clinics and
tuberculosis dispensaries 65, 570. 00

Total under Act 300, sec. 5 (1, 035, 925. 00)

For reforestation and afforestation (Act 304) 1, 000, 000. 00
Public works (Act 330)

:

Sanitation

:

Artesian wells .__. 1, 200, 000. 00
Drainage and sanitation, city of Manila 2, 000, 000. 00

Public buildings:
Provincial hospitals . 2, 000, 000. 00
National hospitals 3, 500, 000. 00
Baguio hospital 175, 000. 00
Public dispensary buildings 1, 000, 000. 00
Buildings at Welfareville, Rizal Province 500, 000. 00
Leprosaria, including acquisition of new sites 150, 000. 00
Investigation, improvement, and development of

health resorts at natural mineral springs 175, 000. 00
Maternity and children's hospitals, Manila 300, 000. 00
National Archives and Art Gallery 1, 500, 000. 00
Natural History Museum 1, 500, 000. 00
Bulkhead and cargo sheds, port of Manila 1, 000, 000. 00
Post-telegraph buildings 345, 000. 00
Davao Customhouse 50, 000. 00
Legaspi Customhouse 37, 000. 00

National and city roads:
National roads 27, 470, 000. 00'

Circumferential road, city of Manila 1, 500, 000. 00
Manila-San Juan Road 1, 000, 000. 00
Manila Streets, including bridge over Pasig River
and elevated crossing 1, 600, 000. 00

Concrete pavement of national roads subjected to
heavy traffic when present maintenance cost justi-

fies this construction 10, 000, 000. 00
Flood control and sea protection:

Agno River control system 5, 000, 000. 00
Pampanga River control system 5, 000, 000. 00
Other river-control systems 1, 903, 000. 00
Sea-protection works 605, 000. 00

Telegraph and cable lines and radio stations:
Improvement of telegraph and cable lines and radio

stations 300, 000. 00
Establishment of radio and telegraph stations 230, 600. 00
Sites, buildings, and equipment for central radio

transmitting and radio tuning stations for Manila. 200, 000. 00
Miscellaneous:

Bridge over Pasig River connecting north and south
port areas, Manila 3, 000, 000. 00
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Public works (Act 330)—Continued.
Miscellaneous—Continued.

Seawalls and filling north port area, Manila T2, 500, 000. 00
Manila Airport 1, 500, 000. 00
Roads to, and development of national parks 500, 000. 00
Tagaytay town site 500, 000. 00
Land drainage, Trinidad Agricultural School,

Benguet 10,000. 00
Increasing appropriations in this act as the President
may authorize 200, 000. 00

Public improvements in specified districts of specified

provinces to be expended as authorized by the
President 460, 000. 00

Radio stations for broadcasting weather reports 319, 500. 00
Bureau of Aeronautics radio stations to aid aviation. 60, 000. 00

Roads, trails, bridges, public buildings, waterworks and
miscellaneous works in the provinces and Manila 9, 398, 000. 00

Total, public works (Act 330) {88, 688, 100. 00)

Reimbursement of appropriations under Act 3932 (Nov. 29,

1932) from irrigation bonds funds under Act 2940 (Feb. 5,

1921) (Act 369) - 4, 800, 000. 00

For leasing landed estates, Act 378 (Aug. 23, 1938) 1, 500, 000. 00
Total appropriations 136, 321, 295. 50

From the above account it will be seen that Commonwealth appro-
priations from the coconut-oil-tax fund to August 25, 1938, exceeded
r->ported collections in the United States by F6,253,319. 34. As the

reported collections were through June 1938, it is evident that the

probable collections for July and August were anticipated.

Actual transfers of coconut-oil-tax collections from the United
States Treasury to the credit of the Philippine Treasury up to August
25, 1938, were as follows:

July 1, 1937 P95, 507, 227. 30
June 1, 1938 18, 202, 330. 82

Total - 113, 709, 558. 12

PVom the foregoing, as of August 25, 1938, Commonwealth appro-
priations from the coconut-oil tax funds exceeded transfers by
^22,611,737.38.

THE PUBLIC DEBT

The public debt is an important factor in the financial set-up of

the Commonwealth. While per capita debt is relatively low, it

requires over 10 percent of the ordinary revenues to service it.

Very little of the debt is held by citizens or residents of the Common-
wealth. It maj^ not be said to be "foreign" because it is mainly held
in the United States. But, from the standpoint of the Common-
wealth itself, the bulk of the debt may be characterized as "external."

Table 10 is designed to bring out the status of the public debt since

the inauguration of the Commonwealth.
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Table 10.

—

Amount of the administratively authorized, issued, and uncovered
bonded public debt of the Philippine Commonwealth and accumulated sinking
funds pertaining thereto as of Nov. 14, 1936, and at end of calendar years 19S5,
1936, and 1937 i

Details
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Redemption of national issues: Iloilo public improvement bonds of

1906 (Act 1444) redeemed Feb. 1, 1936 P2, 000, 000
Redemption of local government direct issues: Manila sewer and
waterworks bonds of 1907 (Act 1323) redeemed Jan. 2, 1937 4, 000, 000

Total redemptions 6, 000, 000

New national issues: Metropolitan water district purchase bonds
(Act 3255) issued Apr. 1, 1937 500, 000

New national issues against local government bonds:
Province of Cebu permanent improvement bonds (Act 3471)

issued May 4, 1936 500, 000
Iloilo public improvement bonds (Act 4205) issued May 16, 1936_ 350, 000
Province of Occidental Negros public improvement bonds (Act

3987) issued May 16, 1936 222, 300

Total new issues 1, 572, 300

Net decrease in debt issued 4, 427, 700

Contributions to the sinking funds at end of 1937 were P64,li5,-

821.94 as compared with F62,776,949.77 at end of 1936, F59,396,456.60
at end of 1935, and F59,287,901.73 at inauguration of the Common-
wealth. The sinldng-fund payments are a first charge on government
revenues and have been maintained regularly. As of December 31,

1937, the combined sinking fund consisted of the following resources:

Cash, F4,392,329.62; annuity receivable, F106,542.32; investments
and securities, F24,017,950; and canceled bonds, P35,599,000. It

will be noted that prior to 1936, the treasurer reported one sinking

fund covering all local issues, whether direct or national, against local

government bonds. In 1936 and 1937 the separate funds were
reported for each of these two classes of debt.

The uncovered public debt, that is the total issued less sinking

funds, was F86,321,178.06 on December 31, 1937 as compared with
P91, 160,050,23 at end of 1936, f95,468,243.40 at end of 1935, and
^^95,076,798.27 as of the date of inauguration of the Commonwealth.
The funded debt of the government-owned Manila Railroad Co.

is not included in the public debt although under section 2 (a) (7) of

the Tydings-McDuffie Act, its obligations are effectively those of the

Commonwealth. Further consideration of the railroad debt will be
found on pages 93 to 95 of this report.

In view of the provision in the Tydings-McDuflie Act that certain

export taxes to be applied to Philippine commodities going into the
United States shall be applied to the extinction of the public debt,

it is desirable to list by years the amounts maturing and the amounts
redeemable before maturity. Such a list is presented in table 11.
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Table 11.

—

Bonded -public debt of the Philippine Commonwealth outstanding as of

Dec. SI, 1937, showing amounts thereof issued, redeemable before maturity, and
maturing, 1908 to 1967 ^

Year
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The accumulated sinldng funds against the foregoing issues as of

December 31, 1937, totaled P12, 121,549.30, leaving uncovered
F9,473,450.70 required to effect premature redemption.
From 1941 to July 4, 1946, an additional Fl,500,000 of the bonded

public debt will become available for premature redemption.

CURRENCY CIRCULATION AND RESERVES

Currency in circulation.—Currency in circulation has come to be
taken as an index of financial and economic conditions in the Philip-

pines. Its accuracy for this purpose is heightened by the fact that
bank and other forms of credit are estimated at not much more than
double the monetary circulation. The amount of money in circulation

and its composition are shown in table 12.

Table 12.

—

Statement of Philippine currency issued and in circulation and its com-
position at end of calendar years 1935, 1936, and 1937 ^

Particulars
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Philippine net circulation increased rapidly during tlie past 3 years.
From F116,722,692.92 at the end of 1935 to F139,764,021.37 at the
end of 1936 and to F161,489,426.39 at the end of 1937. The circula-
tion on January 1, 1935, was approximately P100,000,000, so that the
3-year over-all increase was about 60 percent. The increase of 1937
over 1936 alone was over 15 percent.
The net circulation at end of 1937 was the highest recorded in the

Philippines. The closest approach to it was in 1919, when year-end
circulation reached ?146,576,956.11. During the relatively pros-
perous period of 1924-29, the highest year-end position was that of
1925 at ^132,201, 572.78.
The marked increase in circulation from end of 1934 to end of 1936,

amounting to P38,000,000, was in large measure due to benefit pay-
ments made by the United States Agricultural Adjustment Adminis-
tration to Philippine sugarcane planters totaling about ?32,000,000.
The increase during 1936 was due to an exceptionally high favorable
balance in overseas trade, including both visible and invisible items.

Average per capita circulation during 1937 based on the treasury
estimate of population, 15,054,500 (1918 census with yearly increase
of about 2 percent), was F10.65 which exceeded the corresponding
figure for other years except 1918, 1919, and 1920. The average
per capita circulation was P7.95 and F8.26 at close of 1935 and 1936,
respectively.

The increase in circulation has been mainly in treasury certificates:

From P106,369,706 on December 31, 1935, to P=132,155,000 at end
of 1936, and to F145,333,275 at end of 1937. Coin circulation in-

creased in less ratio than treasury certificates. The circulation of
coins was F19, 151,783.49 at close of 1935. From this position their
total increased to F20,228, 173.68 at end of 1936 and to P22,458,325.05
at close of 1937. Silver pesos and even half pesos continued to lose
popularity as a medium of exchange and the increase in coinage was
mainly due to output of the Philippine mint of minor coins to meet
bankers' and merchants' demands.

There are but two banks of issue in the Philippines—the Bank of the
Philippine Islands and the government's Philippine National Bank.
Their issues are strictly limited, and gradually declined in respect to
the Bank of the Philippine Islands. However, the Philippine Na-
tional Bank issue increased in about the same amount as the other
issue declined. The total for the two banks was practically unchanged
from 1935 to 1937: Fll,593,395.27 at end of 1935; Pll,876,065.42
at end of 1936; and PI 1,870,792.47 at end of 1937.

Currency reserves.—The basic reserve behind Philippine currency
is the exchange standard fund which is a fund of United States dollar
deposits required by law to be kept at a minimum ratio of 15 percent
of the total money of the government in circulation or legally avail-

able for circulation. Money of the government includes coins and
treasury certificates, but does not include bank notes. The law further
requires that the fund accumulate to a standard ratio of 25 percent.
There is no maximum limit, but any amount over 25 percent may be
administratively transferred to the general fund by action of the
President of the Philippines and appropriated for general purposes
by the national assembly.
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Table 13.—Statement of Philippine currency reserve funds and their ratio to currency
in circulation at end of calendar years 1935, 1936, and 1937 ^

Particulars
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The other reserve is known as the treasury certificate fund, which is

required to be kept at 100 percent of the face value of treasury cer-

tificates in circulation. The treasury certificate was originally de-
signed to be a silver-coin certificate, effectively a circulating receipt

for silver pesos in government custody. The present law requires

that the treasury certificate fund be in silver or in United States dollar

deposits. In 1937, about 89 percent of the fund was in dollar deposits
and only about 11 percent was in coin. However, it is still possible

under Act 3058 to convert the treasury certificate fund into a purely
silver reserve by administrative action.

Table 13 exhibits the condition of the two reserve funds and their

relation to circulation for the years 1935-37.

Inspection of table 13 indicates that during the 3 years there has
been relatively little change in the exchange standard fund. The
cash surplus declined in peso equivalency from P47,807,462 as of

December 31, 1935, to F43,763, 192.36 as of December 31, 1936, by
reason of the reversion in January 1936 of P6,050,000 to the general
fund to redeem in part the Manila Railroad's Southern Line gold
bonds due in 1939. The decrease in the fund was not equal to the
withdrawal, due to earnings. By the end of 1937 the cash surplus
had again risen to F45,614,302.17. The composition of the fund
showed but slight change. The fraction held in the Philippine
treasury decreased from equivalent pesos F6,858,429.30 on December
31, 1935, to F5,984,926.78 at end of 1936 and to F5,743, 117.81 at end
of 1937. The fraction on demand deposit in the United States
Treasury increased from $2,341,110.18 on December 31, 1935, to

$3,280,932.54 at close of 1936, to $4,188,432.54 at end of 1937. The
time deposit in the United States Treasury decreased from $15,725,000
as of December 31, 1935, to $12,725,000 at the close of 1936, the
latter figure standing also for the year end, 1937. The working
account in the Chase National Bank varied slightly from $2,408,406.17
at end of 1935 to $3,020,815.33 at end of 1937.

As fixed by law, the treasury certificate fund was at all times during-

the 3 years exactly equal to the amount of treasury certificates in

circulation and legally available for circulation. The fund, of course,

rose with circulation and progressed from F106,369,706 on December
31, 1935, to P132, 155,000 at the end of 1936 and to P145,333,275
at the close of 1937. The composition of the treasury certificate

fund showed a moderate decrease in silver coins, from P19,892,099
as of December 31, 1935, to F19,677,393 and P16,855,668 at close

of 1936 and 1937, respectively. The increase in the fund was entirely

met by dollar deposits in the United States Treasury. Demand
deposits increased from $10,572,440.44 as of December 31, 1935, to

$23,588,803.50 at the end of 1936, and to $31,588,803.50 at the close

of 1937. Time deposits were constant for the 3 years at $32,650,000.
The constancy of time deposits is due to the fact that the United
States Treasury allows interest on a limited amount of such deposits.

The exchange standard fund ratio to government circulation appears
in the latter part of table 13. It is apparent that the ratio is falling.

From 38.1 percent as of December 31, 1935, it fell to 28.7 percent at

the end of 1936 and to 27.2 percent at the end of 1937. However,
during the entire period reviewed the ratio has been well above the

15-pei'cent legal minimum ratio. In 1935 it was also well above the

25-percent ratio. In 1936 and 1937 the ratio was but slightly above
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the standard ratio. The dedining ratio to circulation has not been

due primarily to the 1936 reversion mentioned above, but rather

to the rapid increase in circulation.

Table 13 also adds the exchange standard and treasury certificate

funds to obtain ''total reserve" figures. Comparing these figures with
corresponding circulation, the remarkable ratios of 132.1, 125.9, and
118.2 percent obtam for year ends 1935, 1936, and 1937, respectively.

It must be noted that in arriving at these ratios of "total reserve" to

circulation, the fraction of the treasury certificate fund which is in

silver coin (F16,000,000 to F20,000,000) was taken at par.

Treasury purchase and, sale oj exchange.—Exchange transactions

through the treasury were as usual light, with drafts bought on New
York limited to transfers for government bureaus and offices. The
total of purchases in Manila on New York during 1937 was ?9,043,-

967.60, as compared with P10,041,307 in 1936 and P8,004,569.76 m
1935. No drafts were sold, New York on Manila, during either 1937

or 1935. The total sold, New York on Manila, in 1936 was ?1,000,000.

BANKING

Banking structure.—The financial establishment of the Philippines

includes 13 banking institutions, of which 2 opened in 1937: The
Savings Bank of the Commonwealth, Manila, with an authorized

capital of Fl,000,000, of which F200,000 was paid at date of incorpora-

tion, and the Manila branch of the Nederlandsch Indische Handels-
bank, N. V., of Amsterdam, operating locally on working capital of

probably about P2, 500,000. A classified list of the 13 institutions as

of December 31, 1937, follows:

United States National Bank:
National City Bank of New York:

Head office: New York.
Sole office in the Philippines: Manila.
American capital.

Philippine government-owned banks:
Philippine National Bank:

Head office: Manila.
Branches at Bacolod, Baguio, Cabanatuan, Cebu, Dagupan, Davao,

Iloilo, Legaspi, Lucena, and Tarlac.
Agencies in New York and at 46 Provincial capitals (at all except those

of Batanes, Davao, and Surigao Provinces).
Almost entirely capitalized by the Philippine government.

Philippine Postal Savings Bank:
Head office: Manila.
Branch offices at each of the 1,012 post offices in the Philippines.

Entirely capitalized by the Philippine government.
Domestic banks and trust companies:

Bank of the Philippine Islands:
Head office: Manila.
Branches at Cebu, Iloilo, and Zamboanga.
Cosmopolitan capital, Roman Catholic Archbishop of Manila controlling.

Philippine Trust Co.

:

Head office: Manila.
Agencies at Fort William McKinley, Fort Mills on Corregidor, and at

Fort Stotsenburg.
Cosmopolitan capital, Roman Catholic Archbishop of Manila controlling.

China Banking Corporation:
Head office: Manila.
Branches in China at Amoy and Shanghai.
Mainly resident Chinese capital.

120403—39 6
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Domestic banks and trust companies—Continued.
Peoples Bank & Trust Co.:

Head office: Manila.
Branches at Baguio, San Fernando (Pampanga), San Pablo, and Tarlac.
Mainly resident American capital.

Domestic savings and mortgage banks:
Monte de Piedad and Savings Bank:

Head and sole office: Manila.
Cosmopolitan capital, Roman Catholic Archbishop of Manila controlling.

Savings Bank of the Commonwealth:
Head and sole office: Manila.
Filipino capital.

Foreign banks:
Chartered Bank of India, Australia, and China:

Head office: London.
Principal office in the Philippines: Manila.
Subagencies at Cebu, Iloilo, and Zamboanga.
British capital.

Hong Kong and Shanghai Banking Corporation:
Head office: Hong Kong.
Principal office in the Philippines: Manila.
Subagency at Iloilo.

British capital.

Yokohama Specie Bank, Ltd.:
Head office: Yokohama.
Sole office in the Philippines: Manila.
Japanese capital.

Nederlandsch Indische Handelsbank, N. V.:
Head office: Amsterdam.
Sole office in the Philippines: Manila.
Netherlands capital.

The principal items of resources and liabilities of the banks listed

above are shown in table 14, following:
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From'ltlie data provided in table 14, total resources of all banks
subject to inspection of the bank commissioner, that is, excluding the
Philippine Postal Savings Bank, were F359,272,519.54 at the close of

1937. This figure compares with F350,960,453.80 at end of 1936 and
^280,433,585.29 at close of 1935. Of the increase, 1937 over 1936,
which amounted to the figure F8, 3 12,065.74, two new establishments,
the Savings Bank of the Commonwealth and the Nederlandsch
Indische Handelsbank, N. V., added resources of ?3,481,624.51.

If the resources of the Philippine Postal Savings Bank were taken
into consideration, the resulting figure for total resources would be
^377,427,978. 57.

The banking structure of the Philippines is characterized by the
fact that there is very little private native capital invested in it. The
only bank in wliich private native capital may be said to control is the
newly established Savings Bank of the Commonwealth, with resources
of P3 10,949.21. However, Filipino people may be said to play a
predominant role in the banking structure through the two govern-
ment-owned institutions, the Pliilippine National Bank ond the Philip-

pine Postal Savings Bank, with resources totaling F174,901,860.45.
Capital of resident American citizens controlled one institution, the
Peoples Bank & Trust Co., with resources at FIO,643,898. 01. To
this may be added the resources of the Manila branch of the National
City Bank of New York, at P23,636, 932.44. Consequently, it may
be stated that American capital controls slightly less than 10 percent
of the banking resources of the Philippines. The largest private
interest in Pliilippine banking is that of the two British banks, the
Chartered Bank of India, Australia, and China, and the Hong Kong
and Shanghai Banking Corporation, with resources totaling ?62,474,-
709.20.

The cash in all banks, excluding the Philippine Postal Savings Bank,
was P49,812,577.49, or 14 percent of total resources. The bank
commissioner in his annual report for 1937 gives the following as the
"liquidity position" of the 12 banking institutions:

Primary reserves ¥^59, 217, 963. 34
Secondary reserves 113, 154, 600. 27

Total primary and secondary reserves 172, 372, 563. 61

Demand deposits and other demand liabilities 127, 296, 450. 43
All other deposit liabilities 112, 058, 245. 44

Total deposits and other demand liabilities 239, 354, 695. 87

Percent of primary reserves to demand deposits and other
demand liabilities percent-- 46. 52

Percent of primary reserves to total deposits and other demand
liabilities percent- _ 24. 74

Percent of total primary and secondary reserves to demand
deposits and other demand liabilities percent-. 135. 41

Percent of total primary and secondary reserves to total deposits
and other demand liabilities percent-. 72. 01

Bank operations.—-The banking situation from the viewpoint of

operations in 1937 was characterized by the bank commissioner in

his annual report for 1937 as follows:

Sustained activity of banking, though not as spectacularly active as in the
previous year, but at a level above the high point reached at the beginning of the
year has been the outstanding fact in the banking situation during the fiscal year
(calendar year) 1937.
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Table 15, following, offers a comparison of the more important items
in the consolidated bank reports for 1937. It should be noted that
the data in table 15 includes but 12 of the 13 institutions listed in

table 14— the Philippine Postal Savings Bank being omitted. The
data differs slightly from certain comparative figures in the annual
reports of the bank commissioner due to the fact that many of the
statistics in table 15 were taken from the bank commissioner's weekly,
or fortnightly, reports nearest the close of the year, whereas in his

annual report, the commissioner presents the corresponding figures for

December 31,

Table 15.-

—

Consolidated Philippine bank report at year end, 1935, 1936, and 1937

Particulars
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extremely high at F180,635,050 as compared with ^168,656,324 at
close of 1936 and ^94,293,854 at end of 1935.

Among liabilities, total deposits at F221,121,357 decreased as com-
pared with F228,239,005 at end of 1936, but remained very substan-
tially higher than the 1935 closing at F142,412,387. While there
were definite increases in savings and time deposits, these were more
than offset by an exceptional decrease in demand deposits. This
position is not properly interpreted as entirely due to slackening of

business activity. In part, it was due to the withdrawal for develop-
ment purposes of funds accumulated in previous years by mining
companies through sales of stock.

The ratio of liquid resources to deposits, 33.4 percent, was slightly

higher than at the end of 1936, 32.8 percent, but under the 37.8 per-

cent ratio at the end of 1935. The ratio of investments to total

deposits declined during the 3 years under review from 42.1 percent
at end of 1935 to 26.9 percent at close of 1936 and 25.6 percent at
the end of 1937. The ratio of loans, discounts, and overdrafts to

deposits continued to climb from 66.2 percent at end of 1935 to 73.9

percent and 81.7 percent, the closings for 1936 and 1937, respectively.

In net worth accounts the situation was mixed. While net worth
increased from P57.544,697 for 1935 to F67,282,752 for 1936 and
P71,792,727 for 1937, the increase in 1936 over 1935 was due solely

to improvement in surplus, reserves, and undivided profits and the
increase for 1937 over 1936 was due entirely to some ^13,000,000^
additional working capital of the American and foreign banks. There
was an increase of P200,000 in the capital stock of local banks in

1937 due to the organization of the Savings Bank of the Common-
wealth, but in the same year there was a decline of nearly PIO,000,000
in surplus, reserves, and undivided profits.

Debits to individual accounts consistently increased over the 3

years from Fl,234, 114,865 at end of 1935 to F2,079,358,525 at end
of 1936 and F2,303,022,450 at end of 1937. Similarly, there was an
increase in exchange transactions through the banks. Exchange
bought increased from F256,543,351 at end of 1935 to F341,530,159
at end of 1936 and P389,329,724 at end of 1937. Exchange sold in-

creased from P244,910,728 for 1935 to F306,l 19,926 at end of 1936
and F360,634,368 for 1937. These increases directly reflect improve-
ment in overseas trade. It is noted that in all 3 years purchases of
exchange were well in advance of sales.

United States dollar exchange rates.—In reference to bank rates of
exchange on United States dollars, the American Trade Commis-
sioner, Manila, wrot6 as follows in his Annual Report for 1937.^

The unexpected weakness of the dollar on the exchange market in the last
half of 1936 was followed by unexpected strength in the first 4 months of 1937,
when the market is usually weak due to heavy offerings of sugar bills. Sales of
sugar proceeded much more slowly than usual, due to uncertainty regarding an
American processing tax. Other Philippine products were being exported in
good volume, however, at excellent prices, and the volume of imports was un-
usually low in the first 2 months, due to the m.aritime strike.. The market for
dollars was nevertheless strong, opening with sellers at 198.75 and buyers at
198.25, and advancing until the end of April, when sellers of T. T. were asking
par and buyers offering 199.50.

Offerings of sugar bills caused a moderate decline during the next few months,
to a low point of 199.25 for sellers in July, with buyers at 199. From August on,
the dollar was firm to steady, increasing to 200 for sellers and 199.50 for buyers

» Special Report No. 38/24, Manila, January 27, 1938.
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at the beginning of October and holding at that point throughout the year,
despite fairly heavy exports of new crop sugar in December. At the close of

the year, sellers were asking 200 and buj^ers offering 199.50 for T. T.
Exchange rates were more than usually steady during the year and it is notable

that the dollar did not at any time go to a premium. There was an unusually
heavy excess of exports over imports throughout the year, totaling F87,000,000
in the first 9 months, a record figure. October was the first month in which an
excess of imports appeared. The supply of and demand for dollars appeared at
all times to be fairly well balanced, due to the fact that offerings of sugar bills

were more or less evenly spaced throughout the year instead of being iT^ad-^ in

heavy volume during the first quarter. There appears to have been some shortage
of cover for dollar sales in the last quarter, despite exports of new crop sugar
totaling 74,000 tons in December.

United States national banks exempt from Act 3936.—Act 3936,
approved November 29, 1932, and effective January 1, 1933, provided
for the escheat to the Phihppine government of 10-year unclaimed
bank balances. The Manila branch of the National City Bank of

New York refused payment and was brought into the Court of First

Instance of Manila on July 13, 1933. This court first decided against
the bank, but, subsequently, on a reconsideration decided in favor of

the bank. The solicitor general then appealed to the Philippine

Supreme Court, which on January 18, 1936, held that the National
City Bank of New York was an instrumentality of the United States

Government, with the result that the same reason which prohibited
a State legislature by an escheat statute from interfering with the
business of national banks applied with equal force to the legislative

body of a Territory or possession of the United States. After the
reorganization of the judiciary in 1936, the Commonwealth supreme
court heard a plea for reconsideration and set aside its previous order
on the grounds that the Philippines, unlike a State of the Union,
was not an integral part of the United States and that the organic
act conferred on the Philippine legislative body full power to pass
laws, although such laws may not be entirely in accord with the
Constitution of the United States, provided that they do not violate

the Bill of Eights.
The defendant bank filed a petition for a writ of certiorari in the

Supreme Court of the United States, which granted the same and
on November 22, 1937, in the case of The National City Bank of

New York v. The People of the Philippine Islands, No. 35, October
term, reversed the judgment of the Commonwealth Supreme Court
and confirmed the judgment previously entered by the Court of

First Instance in the following brief per curiam order.

Per curiam: The judgment of the Supreme Court of the Commonwealth of the
Philippines is reversed and the judgment of the Court of First Instance of Manila,
dated the 24th day of July 1934, is affirmed upon the authority of First National
Bank of San Jose v. State of California (262 U. S. 366); Domenech v. National City

Bank (294 U. S. 199, 204, 205) ; aiid Posadas v. National City Bank (296 U. S. 497,

499, 500).

Bank earnings.—The net operating income of banks for 1935 was
F4,099,000. in 1936 due to lower interest rates on savings and
elimination of interest on demand deposits and checking accounts
and much heavier loans and in spite of lower loan rates—still, how-
ever, averaging' about Jji percent—net operating income rose to

F5,545,000 fori 936, and F7, 194,000 for 1937.

Security holdings.—On December 31, 1937, banks held F57,060,481
in securities of which 67 percent was in United States Government
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bonds, 26 percent in Philippine government bonds, and 6 percent

in company issues.

Manila clearing house.—With a membership hmited to four

domestic banks (Bank of the Philippine Islands, Phihppine National

Bank, China Banking Corporation, and Philippine Trust Co.), the

Manila clearing house reported as follows:
Checks cleared

1935 - -- -- K17, 285,121
1936 376,133,204
1937 400, 989, 029

The bank commissioner pointed out in his annual report for 1937

that the clearances for 1937 were about one-sixth of total bank debits.

Character of loans.—The character of bank loans during 1937 did

not differ materially from that of the immediately previous years,

except that a slightly greater fraction was secured by real estate.

In 1937 a half of loans and discounts and about 43 percent of over-

drafts were secured by mortgages or other liens on real estate.

Building and loan associations.—At the end of 1937, there were
nine operating building and loan associations in the Philippines,

composed of 10,328 shareholders with a borrowing membership of

3,329. Concerning the activities of these associations the bank com-
missioner reported for 1937 as follows:

Total resources of these institutions registered further decline during the year,

the total decrease aggregating PI,764, 905. 36. Loans on mortgages of real estate

and shares of stock decreased by ^327,296.72 compared to figures at the end of

the year 1936. Cash on hand and in banks also decreased to the extent of

P151, 112.61. Most heartening, however, is the decrease in real estate acquired

by these associations first noted during the fiscal year 1936 and continued through-
out the fiscal year 1937. The reduction of real estate owned during the year
1937 was PI, 174,383.04.

In the liabilities, the decrease is centered in the capital paid in, which declined

by PI, 464,481. 15 during the year. Total payments on account of withdrawals
of shares for the period amounted to P2, 888, 04 1.33 but new subscription, inclusive

of shares of borrowing members, aggregated 12,397 shares, both paid-up and
installment shares. There still remains a substantial amount of unpaid with-

drawal appHcations totaling P5, 097,209, or approximately 37.57 percent of the
capital paid in.

During the year 1937, the aggregate net profits of building and loan associations

amounted to PI, 006,91 5.35, thus enabling these associations to declare dividends
on paid-up shares ranging from 4 percent to 11 percent, and from 2.3 percent to

11 percent on installment shares.

Philippine National Bank.—The Philippine National Bank reflected

satisfactory operations in 1937 and maintained its sound financial

position. It was able to make a substantial payment on its debt
to the government entirely from earnings. The much heavier repay-
ment of 1936 was due to writing up of valuable sugar-mill assets

which had been carried on the books at a nominal figure for many
years. In this connection, see Acts 4 and 6. During the year, the

bank purchased the Masonic Temple on the Escolta which provided
greater banking space as well as a source of income from office rentals.

Tables 16, 17, and 18 show in considerable detail the operations and
condition of the Philippine National Bank for 1936 and 1937. In
certain items there are slight differences as between the figures in

these tables and similar figures in table 14. The differences are due
to varying sources: Table 14 is from the reports of the bank commis-
sioner while tables 16, 17, and 18 are from the audited annual report

of the bank.
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Table 16.-

—

Condensed balance sheet of the Philippine National Bank for 1936
and 1937

Particulars
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Table 18.

—

Statement of rehabilitation payments to the qovernment by the Philippine
National Bank to end of 1937

Particulars Dec. 31, 1937 Dec. 31, 1936

Sugar-mill loans written up.
75 percent of net profits

Total—.
Repayments of former years

-

P2, 398, 389. 57

2, 398, 389. 57
23, 310, 222. 04

Repayments to date-
Balance due.

25,708,611.61
36, 243, 320. 14

Total repayments to be made. 61,951,931.75

P6, 884, 997. 00
2, 023, 142. 06

8, 908, 139. 06
14, 402, 082. 98

23, 310, 222. 04
38, 641, 709. 71

61,951,931.75

Referring to table 16, cash , including cash items, was ^18,235,821.47
compared with F6, 170,081.43 on December 31, 1936, although this was
largely offset by a reduction of F4,354,347.45 in the amount due from
other banks. Investments were relatively unchanged while loans and
discounts increased from F63,203, 104.68 at end of 1936 to F68,554,-
608.17 at close of 1937. Total resources advanced from ?141,955,-
210.95 to F156,496,328.90. Capital remained the same at F10,000,000,

but F817,546.10 was added to the surplus reserve and undivided
profits. Deposits increased from P102,038,337.75 to Fl 15,888,753.25.

Table 17 shows earnings for 1937 were P6,273,056.33 as compared
with F5,901, 168.37 in 1936 which, together with a decrease in oper-

ating expenses, resulted in net profits of F3, 197,852.77 as against

^2,697,522.75 for the previous year.

From table 18 it is seen that 1937 repayments to the government
under the Rehabilitation Act were P2,398,389. 57, bringing the total

so far made under Acts 3174 and 6 to F25,708,61 1.61. The balance
left to be repaid to the government is P36,243,320.14.

Philippine Postal Savings Bank.—-The Philippine Postal Savings
Bank, operated by the bureau of posts, carried 338,880 active accounts
as of December 31, 1937, compared with 335,451 at close of 1936.

Savings deposits were P15,185,221.44. Investments and securities

totaled F14,414,794.68 as compared with P12,884,704.84 at the close

of 1936. Of investments, P3,588,875. 50 were in bonds, principally

metropolitan water district and city of Manila, but included F505,000
of Philippine Railway bonds of little if any value. Over P2,000,000
was invested in provincial and municipal loans and over PI,000,000
in toll bridges. Aside from PI,387,090.43 in cash and P2,229,254.29
due from the national loan and investment board, the balance was
almost entirely covered by mortgages or real estate. The total assets

(and liabilities) of the postal savings bank as of December 31, 1937,

were P18,155,459.03 as compared with F14,790,937.55 at the close of

1936.

Since the establishment in 1936 of the national loan and investment
board, this board, has administered all investments of the postal

savings bank.
The national loan and investment board.—The national loan and

investment board was created by Act 7, approved December 31,

1935, "to invest all existing funds the investment of which is author-
ized by law, and such other funds which may hereafter be declared
by law to be available for loan and investm.ent." The following

funds were particularly listed in the act: loan fund (Act 3335); mu-



88 SECOND ANNUAL REPORT

nicipal loan fund (Act 3932); Friar lands loan fund (Act 1736); San
Lazaro estate loan fund (Act 2478) ;

private surveyors loan fund (Act

3327); Philippine Postal Savings Bank fund (Acts 1493 and 2711);
teachers' retirement and disability fund (Act 3050); pension and re-

tirement fund of the Philippine health service (Acts 3173 and 3391);
pension and retirement fund of the Philippine constabulary (Act

2711); land title assurance fund (Act 496); rice and corn fund (Acts

2818 and 116); and the property insurance fund (Act 2711).

As of December 31, 1937, the investment board reported total

assets of F45,210,669.64 as compared with P47,358,897.29 at close of

1936. Of these resources P7 ,307,302.21 was in cash at end of 1937.

Loans, discounts, and other investments totaled F37,767,402.74 at

close of 1937 as against F40, 189,781. 33 at end of 1936. Real estate

mortgages led as investment in 1937 totaling F10,390,867.57, about
the same as for 1936. Bond investments were P9,941,984. 50 for

1937 against Fll,603,984. 50 for 1936 when bonds were the leading

form of investment. The board is active in discounting salaries of

government officers and employees—the item running 1P744, 172.44

as of December 31, 1937. Loans to provinces and municipalities

totaled F5,833,227. 67 at end of the year. A new form of loan in

1937 was that for toll bridges in which the investment at the end of

the year amounted to Fl,213,500.
The liabilities listed at close of 1937 included: Postal Savings Bank

deposits, F15,264,347.08; capital P22,357,547.66; net profits trans-

ferred to surplus F5,566,635. 20.
Gross income for 1937 was P2,500,224. 10 and total expenses,

^=1,071,053.08, leaving net profit in the sum of Fl,429,171.02. The
net profit for 1936 was f837,565.82.

Government service insurance board.—The government service

insurance board administers the government service insurance

system and was created by Act 186, November 14, 1936. Its task was
to liquidate the teachers, constabulary, and health service pension

and disability systems as provided for by Acts 187, as amended by
Act 237 (in respect to teachers) 188 (in respect to the constabulary)

and 189 (in respect to the health service), and to cover with a broad
insurance system all officers and employees of the central or national

government and its boards and agencies, including officers and men
of the army and of the metropolitan water district, but excluding as

obligatory the faculties and employees of the University of the

Philippines and the officers and employees of the government-owned
companies, municipal, city, and provincial governments. Provision

was made for voluntary membersliip by the University of the Pliilip-

pines, the government-owned companies and all municipal, city, and
provincial officers and employees.

Nineteen hundred and thirty-seven was the first year of operation of

the government service insurance system and the board's main
objective was the liquidation of the old pension S3^stems. The gov-
ernment contributed a total of P4,832, 137.80 for the purpose of

liquidation, of which P3,749, 566.86 was disbursed leaving a balance of

Fl,082, 570.94 in these funds. In addition, the board used F8,890,-

949.04 of the investable surplus of the teachers' retirement and dis-

ability fund (Act 3050 as amended).
Investments were made by the national loan and investment board

under authority of Act 7 and various resolutions of the insurance
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board. The funds transferred to the mvestment board were the
investable surplus of the teachers' retirement and disabihty fund on
which the investment board returned to the insurance board an in-

come m 1937 of Fl,075,754.17 less F95,513.11 for administration
expenses. The funds of the constabulary and health service pension
system had practically no liquid assets. From its own funds the
insurance board placed P500,000 with the investment board and
received an income in 1937 of P3,570.37 less F434.63 for administra-
tion expenses.

The membership on December 31, 1937, was 56,623. The Univer-
sity of the Philippines, the Philippine National Bank, four government-
owned companies, 91 municipal and city governments, and 32 prov-
inces had joined voluntarily, bringing all their personnel under the
system. One hundred and twenty-two death claims were filed to

end of 1937, of which 36 were settled.

CONCLUSIONS AND RECOMMENDATIONS RESPECTING GOVERNMENT
FINANCE AND BANKING

General.—The close of 1937 found the Philippines in excellent finan-

cial condition. The financial structure of government was maintained
on a sound basis during the depression years of 1930 to 1934 and
turned over to the Commonwealth government on November 15,

1935. Since that date to the end of 1937 the trend of overseas trade,

mineral production, and domestic commerce has been upward and
has afforded the new government increased revenues with but one
substantial increase in taxation— the increase in income-tax rates.

The government may definitely be said to be living within its income
from all sources, thus giving conclusive argument that the "budget
is balanced."

Overaj)propriati<in.—-A standing evil of Philippine finance, existing

long before the Commonwealth was inaugurated, is the tendency
to overappropriation with safeguards in the way of contingent execu-
tive provisions. This procedure results in a disproportionately large
sum of inactive, dormant, and continuing appropriations. While
executive action has kept expenditures well below legislative appro-
priations, such appropriations unduly decrease the available surplus
and embarrass sound government accounting. They hang over the
treasury as an indefinite heavy liability.

Authority over appropriations is given the executive by a variety
of means, but chiefly by the legislature conditioning the appropriations
on certification of the secretary of finance "that funds are available."
It is generally true that in any year the extent of appropriation meas-
ures carrying the foregoing or similar conditions is such that funds are
available for most but not for all items. Chronological priority not
being recognized, the executive may exercise broad choice as to which
projects of government will be carried out. Conditional appropria-
tions become finally available by means of a "release of funds"
order from the executive. One effect of this type of financial control
has been to transfer responsibility for keeping expenditure within
income from the legislative branch to the executive. Consequently,
the legislature has felt free to pile up an impressive total of contingent,
conditional, and continuing appropriations reaching at times over a
iourth of the total appropriations.
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It is recommended that the Commonivealth government give early con-
sideration to the 'propriety of enacting a law reverting to the generalJund
at a convenient date the unexpended balances of appropriations which
have been inactive during the preceding year and which are not certified

by the executive for proximate expenditure.

Coconut oil tax funds.—Beginning in 1937, the government has be-
come the beneficiary of "automatic" appropriations by Congress of
large sums from the excise tax levied in the United States on the proces-
sing of coconut oil shipped into the United States from the Philip-
pines or extracted in the United States from copra of Philippine origin.

Under existing laws and demand for coconut oil and copra these
appropriations will continue to come into the general fund of the
Philippine treasury in an average annual amount of over P30,000,000.
From the beginning of American civil administration to the inaugura-
tion of the Commonwealth, the civil government of the Philippines
was self-sustaining and received no substantial grants or appropria-
tions from the United States.^

The predominant influence of the coconut-oil tax funds on Philip-
pine finance is apparent when it is stated that its annual amount is

nearly a half of the current general appropriations of the national
government and about a fifth of the monetary circulation of the
country except as such circulation may be increased by reason of the
coconut-oil tax funds, themselves. The unmediate problem is that
of judicious expenditure. As receipt of coconut-oil tax funds will be
discontinued on the establishment of independence in 1946, and,
indeed, their continuance to that date cannot be guaranteed,^ it is

essential from the financial standpoint that care be taken in their

expenditure to avoid creating recurrent and maintenance demands
on the treasury, inflation such as may cause disequilibria m prices, or
economic dislocations such as may raise costs of production to levels

which will impede profitable participation in export trade independent
of protected American markets.
The excellent financial condition reported herein for 1937 is in large

part due to the coconut-oil tax funds. This may be readily ascer-
tained by subtractmg the credits from this source from the receipts

for the year and reviewing the resultant figures. This is particularly
true of the cash* position, table 4, page 60. In this, connection it

should be held in mind that the first local use of the coconut-oil tax
funds was the accounting of P26,840,000 to "replenish" the general
fund for expenditures made and appropriations pending, many of tliem
prior to the first transfer of these funds to the treasury.

In the general statement at the beginning of this report the question
of executive control of expenditure of coconut-oil tax funds is briefly

treated.

In view of the difficulties surrounding the judicious use of windfall
revenues of unprecedented amounts, it is recommended that efforts be

exerted in the near future to assure expenditure of the coconut-oil tax

income solely for carrying out a far-view program of economic develop-

» The only civil appropriations prior to the Commonwealth known to this office were the congressional
relief appropriation of 1903, Pfi.OOO.OOO, and the return of customs and internal revenue duties collected in the
United States on Philippine goods, probably not exceeding an annual average of P 1,000,030.

' There is considerable dissatisfaction in the Philippines with the coconut-oil tax. The National Assembly
on Apr. 8, 19.',8, iiassed its Resolution No. 102 which petitioned Congress to abolish the tax, or exempt coconut
oil destined for manufacture of nonodibic products from the tax, or remove the stricture in the United
States revenue act which prohibits return of the tax to the Philippines in event of a subsidy to coconut
growers. The resolution is given in full in appendix VIII of this report.
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ment, looking particularly to the encouragement of land settlement and
low-cost agricultural production through projects which, within a com-
paratively Jew years, may become revenue-producing, or at least self-

sustaining.

For purposes of sound accounting and auditing, it is further recom-
mended that Commonwealth financial and auditing officers discontinue

the practice of entering as a receipt amounts of coconut-oil taxes which
represent reported collections in the United States and that they limit such
entries to amounts actually deposited to the credit of the Treasury of the

Philippines.

It is finally recommended in respect to coconut-oil-tax funds that the

national assembly and President of the Philippines limit appropriations
chargeable to such taxes to the amount thereof actually deposited to the

credit of the treasurer of the Philippines and unappropriated.
Public debt.—One of the more desirable uses of coconut-oil-tax

money would be to extinguish those issues of the bonded public debt
which may be redeemed before maturity. The issues available at
close of 1937 for premature redemption are listed on page 72. They
total F2 1,595,000 against which there are sinking funds of
P12, 121,549.30, leaving but F9,473,450.70 uncovered. The issues

bear interest at an average of over 4 percent, whereas coconut-oil-tax
funds on time deposit in the United States Treasury draw but 2
percent.

It is, therefore, recommended that the Commonwealth government appro-
priatefrom coconut-oil-taxfunds at the earliest opportunity T10,000,000,
or so much thereof as may be necessary in addition to available sinking
funds, to redeem during the calendar year 1939 all issues of the bonded
public debt subject to redemption before maturity.

Reserves.—The reserves behind the peso have been continuously
maintained at almost full coverage of a limited circulation which is

now rapidly increasing. Suggestions have been made for legislation

leading to a reduction in the reserves. Those who advise such action
rest their proposals on one or the other or both of two facts: First, the
bulk of the treasury certificate fund being in United States dollar
deposits (about 89 percent in 1937) an equal fraction of the treasury
certificates in circulation should be considered as self-liquidating and
therefore not requiring support from the exchange standard fund;
secondly, looking at the obligation of the government to sustain its

silver and subsidiary coinage, it is found, that the total of the coinage
including that in circulation and legally available therefor (table 12,

p. 73) and that in the treasury certificate fund (table 13, p. 75) has
remamed between P39,000,000

_
and F40,000,000 during the past

3 years, while, without taking into account the intrinsic or metal
value of the coins, the exchange standard fund, running from
P43,000,000 to P48,000,000 in the same period, represents a more
than 100 percent coverage.

In resting consideration on the purely physical features of the
existing reserve system, sight must not be lost of several important
facts having a niore or less direct bearing on the question of lowering
the reserve requirements. These may be listed as:

1. The reserves support not only coins but exchange settlements.
2. The demand for government assistance for exchange settlements

has been light for years due to heavy favorable balances in overseas
trade, including invisible items.
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3. In 1938, the value of imports are threatening to run ahead of

the value of exports and if this movement continues, or is heavy, it

may be necessary to resort to sizable blocks of government exchange.

4. The Phihpphies is facing within 4 years the beginning of the

application of gradually increasing rates of export taxes to the bulk

of its export values.

5. It is probable that within the next 10 years United States Army
inward transfers, the heaviest and controlling item of invisible exports,

may cease.

6. The bulk of all capital investment in the Philippines, except

agricultural and government-owned enterprises, is in the hands of an
American and alien minority which is effectively unfranchised.

From this condition as well as from the complexity of oriental affairs

arises the distinct possibility of at least a moderate flight of capital

immediately before and after the establishment in 1946 of an inde-

pendent regime.

7. The inability at preseiit and for some time to come of floating

any considerable amount of government bonds within the Philip-

pines adds great value to "hidden" reserves.

8. The receipt in the general fund of exceptionally large revenues

from the coconut-oil-tax fund makes it unnecessary to look to the

reserve funds for reversions to satisfy any reasonable government
expenditures.

Considering all factors in the current financial situation oj the Com-
monwealth and looking as far in the future as laws and circumstances

permit, it is believed prudent to recommend that no steps be taken to

diminish the reserves in spite of their apparently redundant amount.

Banking.—Tlie soundness of the banking system of the Philippines

was evidenced by the high cash position and liquidity ratios main-

tained throughout the year. While no eft'ort has been made in con-

nection with the report to assemble or report on the condition of the

investment portfolios of the various banks, it is generally known that

the proportion in mining stocks was greatly reduced as compared
with the previous year. In addition, much of the holdings in mining

stocks shifted from the more speculative issues to those of immediate

or reasonably anticipated investment category. In respect to the

Philii)piiie Postal Savings Bank, it is noted that its portfolio contains

P505,0()0 of Philippine Railway bonds. With this road in receiver-

ship, it is obvious that these bonds are of little, if any, value. During
1937 the general fund of the government absorbed certain sinking

fund investments in Pliihppine Railway bonds.

It is, therefore, recommended that the general fund of the government

arrange to absorb and replace with cash or with bonds of the regular

public debt the T505,000 of Philippine Railway bonds carried in the

accounts of the 2>ostal savings bank.

VIII. GOVERNMENT COMPANIES
A characteristic of Philippine economy is the government-owned

company. The movement in this direction had its origin in the war
years. It was motivated by the desire of the Filipino clement in the

government to load the way toward native participation in industry

and connnerco. At that time, and to a less degree today, private

enterprise in banking, power manufacture, utilities, and merchandising

was, in point of capital and turn-over, almost exclusively occupied by
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American and alien persons and firms. Tiie native element has pre-
ferred what it miderstood best: Agriculture, fishing, household in-

dustries, village marketing, and the professions. War demand, high
prices, and large profits seemed a suitable occasion for the government
to lead the way to indigenous participation in urban commerce.
The first step was the organization in 1916 of the Philippine Na-

tional Bank as a general commercial bank with the privileges of issue

and of sole bank of government deposit in the Philippines. Through
it, six modern sugar mills, several coconut-oil mills, and many private
ventures were promoted and financed. In 1917 the common stock
of the Manila Railroad Co. was purchased by the government. In
the same year the National Coal Co. was organized. A national
development company was chartered in 1919 to serve as a holding
and financing company for government enterprises.

Inefficiency in management, overcapitalization and other corporate
defects, hiexperienced personnel, speculation, and the post-war price

depression brought the entire structure of government business enter-

prise to virtual insolvency. The bank and the sugar mills, however,
were rehabilitated at considerable cost to the Treasury. The sugar
mills have paid out and the bank is making substantial repayments
for the losses it formerly occasioned the government. The National
Development Co., excepting its cement subsidiary, passed into in-

activity and was not revived until after the inauguration of the
Commonwealth. It has now assumed the role of government agent
for the adjustment of Philippine economy to meet conditions incident
to the intended future withdrawal in whole or in part of Philippine
trade preferences in the United States.

The Philippine National Bank and three other government financial

institutions not included as companies—^Philippine Postal Savings
Bank, Government Service Insurance Board, and the National Loan
and Investment Board—^are covered in tliis report under the section
on banking, pages 85 to 89. The present section deals with the
remaining government companies.

MANILA BAILROAD CO.

The Manila Railroad Co. experienced in 1037 its most prosperous
year since 1930. Substantial increases in passenger and freight
traffic were consonant with increased domestic and overseas trade,
increased mining operations in the Baguio and Paracale districts,

heavier crops, relatively less competition from truck and bus lines,

and lower financial charges due to partial refunding of the Southern
Line4'sin 1936.

New construction.—Late in the year the Aloneros-Pamplona ex-
tension connecting the southern terminus of the Manila South Line
with the northern terminus of the Bicol division was completed, but
was not opened to traffic until the last of Januaiy 1938. This ex-
tension closed the Ragay Gulf gap, hitherto bridged by boat trans-
portation, and allowed through connection from San Fernando, La
Union, on the Gulf of Lingayen, practically to the southern end of
Luzon.

120403—39 7
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Funded debt.—On January 1, 1935, the funded debt of the Manila
Railroad Co. was as follows:

Refunding mortgage 5's due 1956 (July 1) P26, 472, 000
Southern Line gold 4's:

Due 1939 (May 1) 21, 170,000
Due 1959 (May 1) 2, 140,000

Sinking fund 7's due 1937 (May 1) 3, 000, 000

Total par value 52, 782, 000

Government advances for payment of interest on 4-percent and
7-percent bonds showed an accumulated total of P3,075,175.17.
During 1935 there was no change in the funded debt, but the total

of government advances increased to F4,823,575. 17. However, a spe-

cial committee appointed by the Governor General (Executive Order
573, Manila, January 21, 1935) conferred with Mr. T. M. Priestley,

representing the Manila Railway Co. (1906), Ltd., of London, con-
trolling the bulk of both the refunding mortgage 3's and Southern
Line 4's. The Southern Line 4's called for payment of principal and
interest in foreign currencv equivalent to United States dollars of the
gold content as of date of issue. The English holders desired a set-

tlement prior to or immediately after the establishment of the Com-
monwealth and agreement was finally reached by which the Manila
Railroad Co. on January 31, 1936, purchased Southern Line 4's due
in 1939 in the amount of F12,228,000 par value, for P9,990,000. This
sum was obtained through a government loan authorized in Act 4.

The terms of the loan called for 2-percent interest and 2-percent annual
amortization. The government obtained the funds enabling it to

make the loan by reverting to the general fund P6,050,000 from the

exchange standard fund (see p. 76 of this report) plus a F3,940,000
rehabilitation payment by the Philippine National Bank under Acts
3174 and 6. As of October 30, 1937, the general fund was replenished

from coconut-oil tax funds in the amount of F9,990,000 (see p. 67 of

this report) . As no part of this amount was returned to the exchange
standard fund, it may be stated that redemption of the Southern Line
.4's was finally effected from coconut-oil tax funds, and the reversion

from the exchange standard fund together with the rehabilitation

payment were made available for general purposes.

In addition to the main deal, the Manila Railroad Co. in 1936 pur-
chased P40,000 par value of the Southern Line 4's due in 1959 and the

Philippine National Bank purchased from the English holders

^4,112,000 par value of Southern Line 4's due in 1939 for P3,360,000.
On this holding the bank agreed to charge the Manila Railroad Co.
ovl\j 2-percent interest on the investment of F3,360,000. At the end
of 1936 the funded debt stood as follows:

Refunding mortgage 5's due 1956 ^26, 472, 000
Southern Line gold 4's:

Due 1939 8, 942,000
Due 1959 2, 100,000

Sinking fund 7's due 1937 3, 000, 000
Government loan 2's 9, 990, 000

Total par value 50, 504, 000

The accumulated government advances on December 31, 1936, were
^5,512,523.49.
During 1937 the funded debt was further reduced by retirement of

the sinking fund 7's in the amount of F3,000,000, purchase of F62,000
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par value of Southern Line 4's due in 1939 and F98,000 par value of

those due in 1959, and by payment of Fl 99,800 amortization of the
government loan. The resulting capital structure on December 31,

1937, was:

Refunding mortgage 5's due 1956 P26, 472, 000
Southern Line gold 4's:

Due 1939 8,880,000
Due 1959 2,002,000

Government loan, 2's 9, 790, 200

Total par value 47, 144, 200

Government advances in 1937 were F539,360, bringing the accumu-
lated total to F5,741,883.49. ...

Operations.—The essential items in railway operations for 1937 as
compared with the previous year were:

1936

Kilometers operated
Revenue passenger-kilometers
Freight metric ton-kilometers
Railway operating revenue:

Passenger, pesos
Freight, express, etc., pesos...

Total, pesos
Railway operating expenses, pesos

Net railway revenue, pesos..

1,089
421,191,082
150, 444, 033

3, 758, 228

4, 718, 572

1,177
334, 878, 221

128, 486, 095

3, 083, 745
4, 034, 693

8, 476, 800
6, 127, 312

7, 068, 438
5, 976, 207

2, 349, 488 1,092,231

The operating ratio for 1937 was 72.28 percent as compared with
84.55 percent in 1936. The rate of return on railway property in

1937 was 2.22 percent as against 1.01 percent in 1936. The net
income for 1937 was ?944,418.97, while in 1936 the company sus-
tained a net loss of P704,876.18. The net profit was arrived at after
deducting all expenses, including depreciation and retirement charges
totaling F825,799.59, and financial costs of F2,017,765. 55. The
corresponding items for 1936 were: Depreciation and retirement
charges F782,863.51; financial cost F2,230,800.33.

Table 19, a condensed balance sheet, and table 20, a profit and loss

statement, present additional financial data in respect to the Manila
Railroad Co.
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Table 19.

—

Condensed balance sheet of the Manila Railroad Co., 1936 and 1937

Particulars
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Manila port terminal.—The Manila Railroad Co. on May 16, 1937,

succeeded a private American company, the Manila Terminal Co., as

contractor with the Manila Harbor Board for operation of the arrastre

service in the port of Adfanila. For some weeks, the Manila Terminal
Co, continued to operate by arrangement with the Manila Railroad

Co. Later in the year the Manila Railroad Co. organized a depart-

ment known as the Manila Port Terminal to manage the arrastre.

The American company had given exceptionally good service for

many years and had built up a well-manned and well-equipped

organization. The new organization in its early months of operation

has been subjected to considerable criticism from shippers and con-

signees allegedly due to delays in release of cargo and pilfering at the

docks. Operations in 1937, mostly under Manila Terminal Co.
management, w^ere financially successful, receipts being F815,797.10
and net profits P259,621.38, which was divided equally between the
Manila Railroad Co. and the Manila Harbor Board.
Manila Hotel.—-The Manila Hotel Co. is a subsidiary of the Manila

Railroad Co. In 1937 it enjoyed an unprecedented patronage due to

celebration in February of the International Eucharistic Congress in

Manila, the visit of the Joint Preparatory Committee on Philippine

Affairs from August to November, and the considerable number of

business people and tourists who came to Manila as a result of hos-

tilities in China. Early in the year the new annex was opened
resulting in a considerable increase in room rentals. Net profit for

1937 w-as reported at P276,916.96 as compared with P190,330.82 for

1936. Tables 21 and 22 show a balance sheet and profit and loss

statement of the Manila Hotel Co. for 1936 and 1937.

Table 21.

—

Condensed balance sheet of the Manila Hotel Co., 1936 and 1937

Particulars
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Table 22.

—

Statement of profit and loss of the Manila Hotel Co., 1936 and 1937

Particulars Dec. 31. 1937 Dee. 31, 1936

Income:
Rooms department - --

Restaurant department
Main bar department
Service bar department - -

Other income ..-

Total income.

Expenses:
Salaries and wages (including extra help and subsistence of employees)
Supplies consumed
Music and entertainn^ents
Other expenses

Total expenses

Net profit.

Pesos
440, 486. 92
496, 666. 13

118,691.38
179, 479. 72
36, 858. 67

1,272,182.82

123, 025. 05
344. 460. 41

63, 298. 63
464, 481. 77

995, 265. 86

276, 916. 96

Pesos
273, 806. 96
393. 464. 21

104. 283. 66
174, 336. 81

32, 921. 03

978, 812. 67

99, 864. 10
274, 825. 09
45, 519. 81

368, 272. 85

788, 481. 85

190, 330. 82

Philippine Railway Co.—While in no sense a government company,
the government has been interested in the Phihppine Railway Co. as

principal creditor. The Philippine government guaranteed the interest,

but not the principal, of the Philippine Railway Co.'s bonded indebted-

ness of F17,098,000. The company was unsuccessful and the govern-

ment has, since the beginning, annually made advances for payment
of interest. These advances totaled, at the end of 1937, P12,943,-

695.78. The bonds of the company were due on July 1, 1937 and the

company, as was expected, defaulted in payment. Shortly thereafter

the government took over the operation of the railway under a

receivership.

An official report of operations of the Philippine Railway in 1937

has not been made available to the office of the High Commissioner.
Private information is to the effect that the Iloilo division may meet
operating expenses, but that this is improbable in respect to the Cebu
division. It is not expected that either division was able in 1937 or

that it will be possible in future years to make any returns on capital,

bonded indebtedness or government advances.
The National Development Co.—A matter of significance as regards

present economy, and particularly that of the future, was the expansion

of the National Development Co. in 1936 and 1937. Founded in 1919

with an authorized capital of P50,000,000, it developed two subsidi-

aries, the Cebu Portland Cement Co. and the Sabani estate. _ It had
also loaned a considerable sum to the National Coal Co. Of its activ-

ities, only the Cebu Portland Cement Co. was successful, and the

parent company, itself, was technically in process of liquidation at

the time of the inauguration of the Commonwealth. At the end of

1935 the auditor general listed the National Development Co. as a
long-term investment of the central government valued at P5,935,000.

In 1936 the government subscribed an additional PI,000,000 to the

company which, together with Fl,000,000 in accumulated dividends

from the Cebu Portland Cement Co., enabled it to invest F2,000,000
in the National Rice & Corn Corporation and to make cash advances
to the National Power Corporation and the National Food Products
Corporation.

Act 182, approved November 13, 1936, made the National Develop-
ment Co. a public corporation. Its powers have thereby been greatly

enlarged. Chief among the projects and surveys of the company in
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1937 were studies on the manufacture of ceramic roofing, central hemp
stripping, promotion of home weaving, railroad and power develop-
ment in Mindanao, pulp for paper and rayon, and the utilization of

the Surigao iron deposits. The company took over the Pureza com-
pound of the Philippine Vegetable Oil Co., which had for several years
been closed and under the receiversliip of the Philippine National
Bank, where it has concentrated its Manila warehouse and factories

and those of its subsidiaries. Plans were under way for additional

construction in the compound. The contract price for the property
was reported to be Fl,500,000. The company also studied and drew
up specifications for a government yarn and textile factory. It was
expected that the machinery alone will cost in the neighborhood of

P^2,000,000, with eventual capitalization estimated at F5,000,000.
During 1937 the National Development Co. received an additional

F9,000,000 from the government on account of capital stock subscrip-

tion. It will be noted on page 67 that the subscription of F10,000,000,

including the PI,000,000 subscribed in 1936, was charged against

coconut-oil tax funds. From its increased capital the company sub-
scribed and paid up an additional P2,000,000 to the capital stock of

the National Rice & Corn Corporation and subscribed PI,275,500
to the National Food Products Corporation, of which P638,000 was
paid up as of December 31, 1937. As of the same date total advances
to the Food Products Corporation were listed at P26,366.05 and to the

Power Corporation at ?42,818.05.

Table 23.

—

Condensed balance sheet of the National Development Company for
1936 and 1937 i

Dec. 31, 1937 Dec. 31, 1936

Assets:
Cash
other current assets

Advances to other corporations:
National Power Corporation
National Food Products Corporation-

Subscription receivable
Deferred charges
Investments:

Cebu Portland Cement Co
National Rice & Corn Corporation...
National Food Products Corporation.
Sabani estate

Projects and surveys in progress
Fixed assets (less depreciation)
Other assets...

Total assets.-

Xiabihties:
Current (accounts payable, wages, accrued leave payable, etc.)-

Deferred credits

Capital stock:
Authorized
Less unissued.

Total subscribed and fully paid.
Less treasury stock

Net subscribed and fully paid.
Surplus:

Deduct loss Jan. 1, 1936
Add:

Profit during year
Capital surplus

Net worth

Total liabilities.

Pesos
, 140, 531. 69

65, 834. 08

42, 818. 05

26, 366. 05

565, 000. 00
300. 00

750, 000. 00
000, 000. 00
638,000.00
299, 614. 90

16, 784. 84

31, 667. 86
83, 122. 41

Pesos
723, 623. 37
20, 131. 92

31, 553. 15

3, 535. 81

20, 565, 000. 00

2, 750, 000. 00

2, 000, 000. 00

288, 338. 90

105, 642. 69
14,691.75

26, 660, 039. 88 26, 502, 517. 59

12, 596. 55

1, 473. 52

50, 000, 000. 00
23, 589, 400. 00

50, 000, 000. 00
22, 499, 000. 00

26, 410, 600. 00
300. 00

27, 501, 000. 00

26, 410, 300. 00

235, 654. 95
14.86

27, 501, 000. 00

i 2,180,501.89

1, 090, 116. 75

26, 645, 969. 81 26, 410, 614. 86

26, 660, 039. 88 26, 502, 517. 59

' Annual Report of the Comptroller for the National Development Co. for 1937.
' Deficit.
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Income in 1937, almost entirely from dividends of the Cebu Port-

land Cement Co., was F303,421.75. Administrative expenses in-

creased more than 50 percent over 1936 and the Sabani estate showed
a small loss. The net profit was reported at P235,654.95 which should

not be compared with the net profit of PI,090, 116.75 for 1936, as in

that year the di%TLdends from the Cebu Portland Cement Co. were
extraordinarily large, amounting to PI, 100,010, being an accumula-
tion of the Cement Co.'s earnings in several previous years.

Further financial details concerning the National Development Co.
are set forth in a condensed balance sheet and statement of profit and
loss in tables 23 and 24.

Table 24.

—

Statement of profit and loss of the

and 1937 i
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Table 25.

—

Condensed balance sheet of the Cebu Portland Cement Co. for 1936 and
1937^
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National Rice & Corn Corporation.—The National Rice & Corn
Corporation continued its efforts toward the stabilization of rice-

prices during 1937, but its procedure was the opposite of that fol-

lowed in 1936. In the latter year a short crop produced rising prices

which caused great dissatisfaction and some unrest among laborers in
urban and non-rice-producmg rural areas. In fact a considerable
number of small rice producers whose crop was short and who for

that reason became purchasers rather than sellers of the cereal also

clamored for lower prices. The National Rice & Corn Corporation,
acting under several executive proclamations declaring an emergency
and designating the corporation as a relief organization, assumed the
right to import rice free of duty, reselling in the local market more or
less directly to consumers. This policy broke the normal local price

trend and to a significant degree checked profiteering by millers and
merchants such as was usual in previous short-crop years. In its

1936 operations the corporation made a net profit of F2,42 1,55 1.31.
In 1937 conditions were reversed. There was an unusually large

rice crop, amounting to between 50 and 55 million cavanes of palay
(a cavan of palay is 44 kilos net weight). The corporation's problem
was one of checking a radical drop in prices and assuring the producer
a fair return for his palay. The company's capital of F2,000,000 was
inadequate to meet the situation and the National Development Co.
subscribed an additional F2,000,000. The requirements of the policy
left no room for profit in 1937 and, while the loss was small, !P16,910.94,
the company closed the year with nearly its entire capital invested in

palay inventories and with cash assets below its previous year's
surplus.

Table 27. -Condensed balance sheet of the National Rice & Corn Corporation for

1936 and 1937 ^
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and prevent unreasonably high prices. While duty-free importation
may not be resorted to in 1938, it is more than probable that it will be
undertaken again in 1939.

During 1937 the National Rice & Corn Corporation extended its

investment in mills and warehouses.
Tables 27 and 28 cover the financial condition of the National

Rice & Corn Corporation for 1936 and 1937.

Table 28.

—

Statement of profit and loss of the National Rice & Corn Corporation
for 1936 and 1937 i

Dec. 31, 1937 Dec. 31, 1936

Income:
Sales of rice - -

Cost of rice sold

Gross profit on rice sales

Add profit on sales of palay, empty sacks, etc..

Total gross income from operation

Expenses:
Selling

Field and investisation
Bonded warehouse .•

Administrative

Total expenses

Net operating profit (or loss)

Add other income

Net profit (or loss)

Surplus, January 1 F2, 421, 551. 31
Less prior year charges 2, 169.96

Surplus

Pesos
2, 237, 687. 46
1, 878, 575. 13
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METROPOLITAN WATER DISTRICT

While not technically a government company, the Metropolitan
Water District, supplying potable water to Manila and the smaller
towns in its area, is the most active government enterprise after the
ManUa Railroad and National Bank. Durmg 1937 the new Balara
filter plant was m contmuous and satisfactory operation, the Angat
pipe line was completed, and work on the Angat Dam advanced. The
system supplied 47,698,400 cubic meters of water during the year of

which about 6,000,000 cubic meters were from the old Montalban
system and the balance from the Novaliches system. The number of

water services increased from 38,437 in 1936 to 40,848 in 1937; sewer
services from 9,931 to 10,206.

The net worth of the Metropolitan Water District as of December
31, 1937, was P15,787,879.03 of which F2,117, 514.72 was the current
surplus, ?4,471,822.34 was the sinking fund in trust with the treasurer

of the Philippines, and F9, 198, 541.97 was reported "Principal account
surplus." Fixed assets were valued at P22,198,541.97. The bonded
debt at the end of 1937 was ^13,000,000 and the sinking fund was a
little in excess of requirements. Income for 1937 was F2,336,502 as

compared with P2, 115,965.04 in 1936. Expenditures were Fl,494,-
782.07 as compared with Fl, 520,931. 66. Profits from operations
were P=841,719.93 in 1937 and F595,033.38 in 1936.

NATIONAL PRODUCE EXCHANGE

The National Produce Exchange, established November 14, 1936,
under Act 192, came into operation in 1937. It is an uncapitalized
enterprise operated on appropriations by the Bureau of Commerce.
Although no sales tax is levied on transactions unless there is an actual
movement of goods, its activity has been very limited. Transactions
in 1937 amounted to F41,799. Traditional methods of distribution,

insecurity of delivery contracts, and lack of grade specifications in

commodities other than hemp mitigate against the immediate utility

of the produce exchange.

GOVERNMENT TRADING CENTERS

A retail store for Philippine-made products in Manila, known as

the Trading Center, has been conducted for several years under man-
agement of the Bureau of Commerce. Its sales in 1937 amounted to

about F36,000. Provincial trading centers were organized at Cota-
bato and Jolo, bringing the total of country centers to 18. No report
of business in these stores is available, but it is reported to have been
inconsequential as compared with private merchandismg.

CONCLUSIONS AND RECOMMENDATIONS RESPECTING GOVERNMENT
COMPANIES

Manila Railroad Co.—The principal problem in respect to govern-
ment companies is in regard to the heavy bonded debt of the Manila
Railroad Co. The company is to be congratulated on the reduction
in principal and interest eft'ected in 1936 on the Southern Line 4's.

It is recommended that as soon as money is available from coconut-oil

tax funds or at least from export taxes, the Manila Railroad Co. seek a
settlement of the remaining debt or its conversion into low-interest Govern-
ment loans.
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Philippine Railway Co.—Due to absence of long-haul freight and
competition of bus and truck lines on parallel highways, it is very
doubtful that the Philippine Railway can be operated at a profit.

This conclusion bears especially on the Cebu division. The Iloilo

division can be more nearly sustained on basis of sugar freight. With
the impending imposition of export taxes on sugar and the gradual

extinction of the industry, the major revenue of the Iloilo division

will be lost.

It is, therefore, recommended that the government as receiver proceed

to the liquidation of the Philippine Railway Co. and that under no cir-

cumstances its investment therein be extended.

National Development Co.—While it is granted that the National

Development Co. under strong and efficient nonpolitical management
may well be expected to accomplish a great deal in the economic
adjustment of the country, it will be necessary to keep close super-

vision over its inversions of government money.
It is recommended that the Commonwealth avoid further competition

oj the National Development Co. with private capital and that when any
satisfactory offer to purchase any of its subsidiaries by private parties is

made, the government accept the same.

The National Rice <& Corn Corporation.—It appears evident that

the National Rice & Corn Corporation cannot stabilize the price of

rice in a short-crop year without resort to duty-free importation. Also

it is not clear that crop shortage constitutes a continuing and general

emergency, or that the company may be justifiedly classed as a relief

organization, or that the company is operated on a nonprofit basis,

all within the meaning of Act 4198. Under the circumstances the

avoidance of duty payments is of questionable legality.

It is recommended that the Commonwealth enact and submit to the

President oj the United States a measure whereby, on a given formula of

rice shortage (such as estimated crop of less than a standard per capita

quantity), the National Rice & Corn Corporation may import the deficit

free of duty.

IX. BUSINESS, TRADE, AND GENERAL ECONOMY

The presentation of the economic section is designed to coyer over-

seas trade, transportation, domestic trade, and industry (including

agricultural, mineral, and forest production), economic legislation

and a general discussion with conclusions and recommendations which
appear appropriate.

OVERSEAS TRADE

Philippine social wealth including government revenue from taxa-

tion is mainly derived from the production, primary elaboration, and
shipment abroad of raw materials produced in agriculture or extracted

from other natural resources. This condition gives predominance to

the statistical position of overseas trade as an index of general

economy.
Only the more general data of overseas trade is presented in this

section of the report. The reader is referred to appendix V for de-

tails. Appendix V consists of extracts from Philippine Economic
Conditions, Annual Report for 1937 by the American Trade Com-
missioner, Manila.
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Total trade.—During 1936 the total value of overseas trade, in-

cluding gold at its current valuation, reached the very satisfactory-

figure of P51 1,808,521,^ exceeding any year since 1930. The corre-

sponding total trade figure for 1937 was F570,942,599,^ exceeding that

of previous years except 1920, 1928, and 1929. Dividing for exports

and imports, and deriving the visible balances, the value of overseas

trade for the two years was as follows:
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P252,736,186 ^^ for the previous year. Philippine imports from the
United States, its territories, and possessions, was P127,313,056 for

1937 as against F123,703,709 for 1936. The relative position of the
United States in trade with the Philippines did not improve during
1937. Although the United States absorbed 81 percent of Philippine
exports and supplied 61 percent of Philippine imports in 1936, the
Tatios in 1937 were 83 percent and 58 percent, respectively.

Trade with other coim^nes.—Japan continued in 1937 in second
place in Philippine trade, furnishing F32,204,014 worth of imports
and purchasmg F20,029,881 ^^ of Philippine exports. The corre-

sponding values for 1936 were P26,528,530 and P16,786,272, respec-
tively. Great Britain was third among customers followed in order
by Germany and the Netherlands. In 1936 the Netherlands was
fourth customer, Spain fifth, and Germany sixth. Germany was
third supplier in 1937 followed in rank by China and Great Britain.

In 1936 Great Britain was third supplier and Germany fourth.

The visible balance.—The visible merchandise balance was highly
favorable to the Philippines in 1937, reaching the record value of

F134,839,619, including gold. It was about 25 percent more than
the favorable 1936 balance. The favorable character of the balance
continued, as it has for many years, entirely dependent on the United
States. With all other traders the balance for 1937 was a negative
of F31, 544,471, which was absorbed by the favorable balance in trade
with the United States of F166,384,090.
Per capita trade.-—The per capita shares in overseas trade, including

gold at present value, for 1936 and 1937 were as follows:

Year
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acting for the High Commissioner. Regulations were promulgated
in a series of Sugar Orders of the High Commissioner, beginning with
No. 12, issued January 26, 1937, and including the final order No. 14,

issued September 29, 1937, and a series of field instructions beginning
with No. 34, issued January 13, 1937, and including the final instruc-

tions No. 39, issued August 19, 1937.

On September 2, 1937, the President signed the Sugar Act of 1937

(50 Stat. 903) which, under section 205 (g), placed the allocation and
administration of United States-Philippine sugar quotas under the
Commonwealth government. The shift in administration occurred

at an inconvenient time in the sugar year with a large volume of

unfinished business and pending cases having to do with the 1937
quota. There was no Commonwealth law providing for administra-

tion of the United States-Philippine sugar quota. The domestic sugar
administration which had been administering the local consumption
and reserve quotas under Act 4166 as amended by Act 77 was inade-

quate from a standpoint of personnel and funds to take over the
additional duties involved.

The High Commissioner appointed his administrative assistant and
the assistant financial expert to confer with the secretary to the

President of the Philippines for the purpose of arranging a new and
more favorably disposed Commonwealth sugar administration and
to provide for the orderly transfer of administration.

Messrs. Wayne Coy and E. D. Hester for the High Commissioner
and Mr. Jorge B. Vargas for the President of the Philippines agreed
to the following:

1. Effective September 2, 1937, the Commonwealth was to take over the
quarters lease and entire American and Filipino personnel employed by the United
States Permit and Allocation Section and to fiiiancially and administratively
support their action as that of the Commonwealth until December 31, 1937, or

until more autonomous arrangements were effected by the Commonwealth.
2. That at least for a period of 1 year the present American personnel and the

entire Filipino clerical staff of the United States Permit and Allocation Section
would be emploj^ed by the Commonwealth at not less than their existing salaries

for the purpose of administering the unfinished business of the 1937 United
States-Philippine sugar quota and, likewise, the 1938 United States-Philippine
sugar quota.

The national assembly passed and on September 16, 1937, the

President of the Philippines approved Commonwealth Act 236, which
authorized the President of the Phihppines to establish an agency to

administer the United States-Philippine quota. On September 16,

1937, the President of the Pliilippines issued Executive Order No. 118
establishing "the Philippine Sugar Administration" in his office.

The transfer was completed by the High Commissioner by means of

sugar order No. 14 issued on September 29, 1937. The text of Act
236, the text of executive order of the President of the Philippines,

No. 118, an abridged text of the sugar order of the High Commis-
sioner, No. 14, and the text of the letter of the High Commissioner
of September 29, 1937, to the President of the Philippines covering
sugar order No. 14, will be found in appendix VII of this report.

The Pliilippine Sugar Administration continued to the end of the

year keeping in its employment the principal American and Filipino

technical personnel taken over from the Agricultural Adjustment
Administration's Manila sugar section. Mr. Rafael Alunan, formerly
secretary of agriculture and natural resources and of finance and
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president of the Pliilippine Sugar Association at the time, was ap-
pointed Sugar Administrator. Mr. D. E. Graham, formerly acting
chief of the Sugar Section, was made assistant Sugar Administrator.
The United States Pliihppine sugar quota for 1937 was first set at

1,035,742 short tons, raw value; on September 2, 1937, the quota was
revised upward to 1,085,304 short tons, raw value. Of the quantity
originally set, 952,000 short tons, commercial weight, with a probable
raw value of 998,110 short tons, were allocated as centrifugal sugar
to mill districts and within mill districts to the mill companies and
planters proportionately on the basis of their average annual produc-
tion during the three calendar years 1931, 1932, and 1933. Of the
centrifugal quota so allotted 56,000 short tons, commercial weight,
of a probable raw value of 59,920 short tons, were allocated to the
sugar refineries proportionately on the basis of their shipments to

the United States during the previous year. Of the so-called dutiable
zone, that is, the difference between the initial quota of 1,035,742
short tons, raw value, and the probable raw value of the 952,000
short tons, commercial weight, actually allocated, no allotment was
made as the Philippine Sugar Association for the mills and the Con-
federacion de Asociaciones y Plantadores de Cafia Dulce represent-
ing the great majority of planters declined by resolution to ship
dutiable sugar to the United States. On September 10, 1937, the
Secretary of Agriculture reduced the revised United States-Philippine
sugar quota from 1,085,304 short tons, raw value, to 998,499 short
tons, raw value.

On the basis of confirmations from United States customs authori-
ties, the landed weight at United States ports of Philippine sugar ship-

ments chargeable to 1937 quotas totaled about 951,702 short tons,

commercial weight. The foregoing figure included approximately
55,997 short tons, commercial weight, of refined sugar.

The satisfactory financial result of sugar limitation in the Philippines
is apparent when it is considered that the average annual income from
sugar shipped to the United States, including benefit payments, during
limitation years 1934 to 1937, amounting to Fl 16,671,309, exceeded
the returns of any year previous to limitation excepting 1932 and 1933
when sugar millers and planters, aware of impending limitation,

engaged in a quota race which brought production of sugar for the
United States market to an abnormal height. Following is a table
showing quantity of, and income from, Philippine sugar shipments to

the United States during the 10-year period, 1929 to 1937, inclusive:

Year



110 SECOND ANNUAL REPORT

The Philippines participated in the American delegation to the
International Sugar Conference held in London in April 1937 and the
resulting agreement and protocol involved commitments of the
Commonwealth government. A full account of the conference and
its results so far as they affect the Philippines has been placed in the
section on Federal services, pages 17 to 18 of this report.

Cordage quota.—The office of the President of the Philippines

continued administrative control of allocation and enforcement of the
United States-Philippine cordage quota of 6,000,000 pounds under the
Tydings Cordage Act (49 Stat. 340). Allocation for the quota year
May 1, 1936, to April 30, 1937, was effected by executive orders of the
President of the Philippines No. 36, June 3, 1936, and No. 62, Novem-
ber 4, 1936. Allocation for the quota year May 1, 1937, to April 30,

1938, was effected by executive order of the President of the Philip-

pines No. 101, June 14, 1937. For both years allotments were made
on the manufacturers' coefficients established in executive order of the
Governor-General No. 898, October 28, 1935. The insular collector of

customs continued as permit officer in reference to cordage shipments.
Coconut-oil quota.—Allocation of the United States-Philippine

•coconut-oil quota of 200,000 long tons provided in section 6 (6) and {d)

of the Tydings-McDuffie Act (48 Stat. 456) was not undertaken as the

fixed duty-free limit has not yet been reached. lin 1936 the quantity
of coconut oil shipped to the United States was 159,623 metric tons;

in 1937, 163,297 metric tons.

Japanese cotton textile quota.—On July 29, 1937, the State Depart-
ment announced that the original 2-year Japanese cotton textile

quota agreement wliich was to have terminated as of August 1, 1937,

was extended for an additional period of 12 months. The extension

called for a limitation to 45,000,000 square meters of cotton textiles

of Japanese origin imported into the Philippine Islands from whatever
source, thus, as in the original agreement, including transshipments.

In reference to the results of the original two-year agreement, the

United States trade commissioner at Manila reported as follows:

Imports of Japanese cotton textiles totaled 54,829,000 square meters in the
year ended July 31, 1937, and 107,504,000 square meters in the 2 quota years,

exceeding the agreed amount of 90,000,000 square meters by 19 percent. The
excess was due to transshipments, imports from Japan totaling 90,082,000 square
meters for the 2 years.

Although it was anticipated that the Japanese invasion of China
and consequent disruption of production and transport would cause a

decrease in Philippine arrivals of Japanese cotton textiles, the effect

was not apparent during the period August 1 to December 31, 1937.

During these 5 months arrivals of Japanese goods including trans-

shipments amounted to more than 31,000,000 square meters.

TRANSPORTATION

High seas carrying trade.—There was notable improvement in high-

seas cargo tonnage in 1937 as compared with 1936, the increase in

total of cargo tons entered and cleared during 1937 being almost 20
percent greater than in 1936. The participation of vessels of American
registry declined further in relative position from approximately 30
to 25 percent of the total value of both inward and outward cargo.

The loss to United States vessels was taken up by vessels of other
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registries, particularly by those of Great Britain, Japan, and Norway.
Philippine exterior commerce was carried in 1937 on 614 vessels and

4 aircraft. In numbers of vessels this was a considerable increase
over the 570 which served Pliilippine high seas ports in 1936. Registry
of vessels entered in 1937 included: British, 169 vessels; Japanese, 136
vessels; American, 81 vessels and 4 aircraft; Norwegian, 67 vessels;

the balance being distributed among numerous registries including
4 Philippine vessels.

American ships surrendered to British vessels in 1937 the premier
place in the value of cargo carried over all sea routes. The compe-
tition both as regards tonnage carried and its declared value is shown
in table 29.

Table 29.- -Volume and value of Philippine overseas cargo by nationality of carriers,

1936 and 1937 i

Nationality
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Rail transportation on Luzon and highway development on all impor-
tant islands have decreased the usefulness of many of the minor ports
on the larger islands, but coastal steam trader and native sail craft

remain the principal means of transportation for hundreds of coast
villages in the Visayas and in Mindanao-Sulu.

Harbor improvements.—From the port works fund derived from
wharfage fees, the government spent F5,023,325.59 in 1937 for main-
tenance and improvement of harbors and port works as compared
with P2,460, 189.42 in the previous year. In December 1936 the
old Spanish galleon port of Mambulao was reopened to high-seas
trade under the name "Port of Jose Panganiban" (see Act 175,

approved November 13, 1936, and Executive Order 72 of the President
of the Philippines, December 3, 1936) in order to accommodate
the recent iron, chrome, gold, and lumber development in Dahican
Bay and the Paracale District.

Land transport.—Movement by rail on Luzon, all over the lines of
the Manila Railroad Co. improved notably over recent years. A
full account of this traffic will be found in the subsection on the
Manila Railroad Co. on pages 93 to 98. With no report available

it is probable that freight movement over the Philippine Railway on
Panay (Capiz-Iloilo Provinces) increased while that on Cebu, except
for the short plant-to-port haul of cement from the Cebu Portland
Cement Co., decreased.

Reports are not available for comparative analysis of motor trans-

portation over government highways but it is probable that the
increase m movement was substantial but not comparative with the

advances made in recent previous years. Registration of private
trucks was 10,198 as compared with 9,369 in 1936. The number of

public cargo trucks in service decreased from 1,856 in 1936 to 1,596

in 1937. The number of passenger- and baggage-carrying busses
increased slightly, from 3,786 to 3,906. Nineteen hundred and
thirty-seven registrations, all motor vehicles, totaled 48,754 as against

46,775 in 1936.

The low-rate policy of the Manila Railroad Co. and the rapid
growth in bus and truck lines in previous years are said to account
for the present retardation in rate of increase in motor transportation.

Another factor which must be taken into account is the assumption
on the -part of the Manila Railroad Co. that in establishing feeder

bus and truck lines under its own management it is not bound to

observe exclusive franchises granted by the public service commission
to private bus companies. The matter is now in court and unless the

courts uphold exclusive franchises, a definite recession m motor
transportation is possible.

Aviation.—1937 marked the first full year of Pan American Airways
trans-Pacific operations. During the year the big "Clippers" com-
pleted 95 trans-oceanic crossings; each flight transported large loads

of mail, passengers, and Clipper express.

On April 28, 1937, the first air mail was carried from the United
States and the Philippines to China, when Pan American extended
the air route to Macao and Hong Kong. A week later, on May 6,

full passenger, cargo, and mail Clipper service was inaugurated between
Manila and the China Coast. This line has since developed into a
commuters' service for Manila and Hong Kong businessmen. Sig-

nificant gains were noted in the number of passengers and the weight
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of mail and cargo carried on the trans-Pacific route. The air service

has become an integral part of Philippine commercial life, resulting

in a more rapid turn-over of business.

The Royal Netherlands Indies Aviation Co. and the British Im-
perial Airways had applications for scheduled service to the Philip-

pines which were pending decision in Washington at the end of the

year. The British Royal Air Force Good-Will Flight reached Manila
on March 29, 1937, and a special flight of the Royal Netherlands
Indies Airlines reached the islands on June 26, 1937.

Domestic air companies maintained in 1937 without injury to

passengers or damage to aircraft, the following routes and schedules:

THE PHILIPPINE AEEIAL TAXI CO. (PATCO)
Routes: Schedules

Manila-Baguio Daily.
Manila-Paracale 6 times a week.
Paracale-Naga-Legaspi ^ 3 times a week.

THE ILOILO-NEGROS AIR EXPRESS CO. (INAEC)

Routes: Schedules

Iloilo-Manila 3 times a week.
Iloilo-Bacolod Daily except Sundays.
Iloilo-Cebu 2 times a week.
Manila-Iloilo-Davao ^ Weekly.
Iloilo-La Carlota ^

1 Opened in July.
2 Opened in December; stops at Del Monte, Bukidnon Province.
'Discontinued.

On May 14, 1937, the director of aeronautics designated the follow-

ing civil airways under section 6 (a) of Act 168:

Civil Airway No. 1

:

^^'^««

Manila-Baguio (direct) 125
Manila-Naguilian (alternate route) L_- 135

Civil Airway No. 2 (as amended)

:

Manila-Iloilo-Cebu-Surigao-Davao:
Manila-Iloilo (direct) 290
Cebu-Iloilo (direct) 95

Cebu-Surigao (direct) 122
Surigao-Davao (direct) 175

Civil Airway No. 3:

Manila-Alabat Island-Paracale-Naga-Legaspi: ^

Manila-Alabat Island (direct) 70

Alabat Island-Paracale (direct) 68
Paracale-Naga (direct) 60

Naga-Legaspi (direct) 40
Civil Airway No. 4:

Iloilo-Bacolod (direct) 27

1 This alternate route is used only when the weather conditions or the condition of the flying field prevents

landing at Baguio.
2 The alternate route on this airway may be flown Manila-Bondoc Peninsula-Naga-Legaspi.

The number of passengers carried during 1937, commercial but

including nonscheduled flying, was 22,384, as compared with 18,856

in 1936. The number of passenger-miles flown, commercial but

excluding nonscheduled flying, was 1,699,627 as against 1,459,761 in

1936. Miles flown, commercial but including nonscheduled flying,

was 844,003 as against 702,216 in 1936.
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The following list shows the status at end of 1937 of licenses for
airmen and aircraft:

Pilots' (solo, private, limited commercial, transport) licenses:

Previously issued 57
Issued during 1937 24

Total 81
Renewals during 1937 59'

Student pilots' licenses:

Previouslj^ issued 222
Issued during 1937 58-

Total 280
Renewals during 1937 280

Mechanics' licenses:

Previously issued 66
Issued during 1937 11

Total 77
Renewals during 1937 7

Aircraft licenses:

Previously issued active in 1937 20
New planes licensed in 1937 ^ 8

Total under license 28
Grounded or inactive 23

The total public and private investment in airplanes, fields, offices,

hangars, and equipment was estimated at about ?3,500,000 at the
close of 1937.

The National Interisland Airways, Inc., was given a permit in

June 1937 to engage in chartered flights for freight, pay-roll, and
sight-seeing service. The American Far Eastern School of Aviation,

the Far Eastern University, and the Philippine Islands Aviation
Corporation, and the Iloilo Aviation School opened courses of

instruction in aeronautics during 1937.

Airfields and airports.—Work progressed on the Central National
Airport which is being constructed by filling in a large area of Manila
Bay fronting Fort San Antonio Abad, within the limits of Manila and
less than 3 miles from Plaza Goiti, the business center. Toward the
end of the year the government released an additional Pi 50,000 to

speed up the work. However, due to the volume of sea wall and fill

required, it will be several years before both the hydroplane basin
and the land runways will be completed. Pending completion of the
Central National Airport, fairly adequate landing facilities are

available at the Pan American basin at Cavite and at the Grace Park
and Nielson Airports which are private landing fields adjacent to

Manila on the landward side. The United States Army maintains
its Nichols Field and the Philippine Arm}^ a field at Camp Murphy,
both on the edge of the city.

Existing landing fields including those at Manila and in the

provinces were classed and listed as follows as of December 31, 1937:

National airports 33
National emergency fields 16
Private landing fields 16



HIGH COMMISSIONER TO THE PHILIPPINE ISLANDS 115

Military:
United States Army 6
Philippine Army 1

Total 72

Lists of airports and fields, together with estabhshed airway data,

regulations, and bulletins are available from the bureau of aero-

nautics, Manila. The data on domestic aviation and airfields given
above was taken from the Annual Report of the Bureau of Aeronautics
for 1937. This Bureau with all too limited funds has been most
energetic and farsighted in the conservative promotion and rigid

inspection of aircraft and airmen. Flight Capt. A. L. Crawford^
United States Army, was detailed in November 1937 to assist and
advise the Bureau in matters of inspection.

DOMESTIC TRADE AND INDUSTRY

For purposes of commercial reporting Philippine domestic trade is

assumed to include three "blocks" of economic activity: (a) Collect-

ing, elaborating, merchandising, and loading export produce; (b) un-
loading, merchandising, and distributing import. goods; and (c) col-

lecting, manufacturing, merchandising, and distributing domestic
produce for local consumption. In this connection it should be noted
that large and important fractions of Philippine domestic goods are

consumed by the producer and his family, e. g., nearly the whole of

the root crops and nearly a half of the rice crop. Large fractions are
subject only to interbarrio or intervillage distribution, frequently
through barter, e. g., nearly the whole of the immense but unmeasured
inshore fish catch, most of the corn crop, and much of the poultry,
meat, and fruit production.
A method of measuring the volume of domestic trade and industry

with reasonable accuracy has not been developed. Certain changes
in volume of measurable production are customarily accepted as
indexes of the year-to-year rate of change, but not of the volume, of
domestic trade and industry. These include agricultural, mineral^
and forest production. Also, assuming rates and efficiency of collec-

tion as constants, the sales tax may be taken as a barometer. Sim-
ilarly, the number of licenses issued to merchants and manufacturers
and new corporations and partnerships registered are rough compara-
tive indexes. Values of real-estate transactions and construction,
consumption of electric current, and the Manila stock market, are
weak indicators commonly used. These various indexes, most of
them having an economic interest in themselves quite apart from their
value in reflecting business conditions, are treated hereunder.

Agricultural production.—The division of statistics of the depart-
ment of agriculture and commerce has furnished the data on agri-

cultural production for the agricultural years ending June 30, 1936
and 1937 which, with abridgment and modification in arrangement,,
appear in table 30.
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Table 30.

—

Comparative statistics of the principal crops of the Philippines for

the agricultural years ending June 30, 1936 and 1937 ^

Crop 1936-37 1935-36

Mainly for export:
Sugarcane:

Cultivation, hectares
Production of sugar,^ piculss
Country value, pesos ^

Coconut:
Cultivation, hectares.
Production, nuts
Country value, pesos '

Abaca (ManiJa hemp)

:

Cultivation, hectares
Production, piculs ^ _._

Country value, pesos
Tobacco:

Cultivation, hectares ..-

Production, quintals ^

Country value, pesos
Maguey:

Cultivation, hectares
Production, piculs 6

Country value, pesos
Subtotal mninly tor export:

Cultivation, hectares
Country value, pesos -..

For domestic consumption:
Palay (unhusked rice)

:

Cultivation, hectares
Production, cavans s

Country value, pesos
Corn (shelled):

Cultivation, hectares
Production, cavans '

Country value, pesos
Cacao:

Cultivation, hectares __.

Production, kilograms
Country value, pesos

Coffee:
Cultivation, hectares
Production , kilograms
Country value, pesos

Subtotal for domestic consumption:
Cultivation, hectares
Country value, pesos

Total for export and domestic consumption:
Principal crops:

Cultivation, hectares
Country value, pesos

Percent of 1935-36:

Mainly for export:
Cultivation
Country value

For domestic consumption:
Cultivation
Country value --

Principal crops:
Cultivation
Country value

257, 060
16, 480, 830

116. 606, 300
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should have been more active and profitable than in 1936. The
qualification rests in the fact that the data in table 30 apply to agri-

cultural years and not to calendar years which are the periods con-
sidered elsewhere in this report. Thus, the country values in table 30
reflect certain high prices of late 1936 and early 1937 and are not duly
affected by the generally lower agricultural price levels prevailing

during the last three quarters of 1937.

Mineral production.—Mineral production has been of increasing

importance in Philippine economy for the last 10 years and has
become a highly significant factor in the last 5. Table 31 presents

data on mineral production for the calendar years 1936 and 1937
taken from statements issued by the Division of Statistics of the
Department of Agriculture and Commerce.

Table 31.

—

Mineral production in the Philippines in 1936 and 1937 ^

Mineral
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27 percent for domestic-consumption materials, and 21 percent for
both together. These increases may be taken as a definite indicator,
but of hmited weight, of improvement in domestic trade and industry.

Forest production.—From the Annual Report of the Director of
Forestry for 1937 it is evident that there was a conservative but sub-
stantial growth in forest production during the year. The total
timber cut, collected, and invoiced in cubic meters, was 2,591,329 in
1937 as compared with 2,231,519 in 1936—an increase of 16 percent.
Sawed-lumber production in board feet was given as 315,870,452 as
compared with 292,106,215 in 1936—an increase of 8 percent. The
number of licensees (ordinary and gratuitous) increased from 7,442 in
1936 to 7,936 in 1937.
Eighteen new sawmills and 4 new machine-logging operations were

begun in 1937, bringing the total active units to 124 sawmills and 7
machine-logging operations without mills, as compared to 112 saw-
mills and 3 machine-logging units in 1936.

Investment in the industry at close of the 2 years, 1936 and 1937,
was estimated as follows:

Class
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The situation illustrated by the foregoing tabulation is that the
Philippines is progessively losing the wages and other earnings which
would accrue if export of the bulk of forest products were in sawed
lumber. Inspection of 1937 export values and quantities shows that
the export value of a cubic meter of timber was approximately P8.40
while that of a cubic meter of lumber was over P3 1

.

Sales tax.—Sales tax collections, as given in the annual report of the
collector of internal revenue for 1937, totaled F13,908,408 as com-
pared with P^12,257,554 in 1936—-an increase of 14 percent. The sales

tax is perhaps the most commonly cited barometer of domestic trade,

but it carries distinct inaccuracies. First sales of agricultural products,
including the planters' shares of milled sugar, and small public mar-
ket vendors are exempt from the levy. Mill shares of sugar pay a
1 percent rate instead of the customary IK percent. The tax is levied

on each turnover, other than the exceptions noted, and the accumula-
tive effect varies with different commodities and the type of dealer

organizations handling them. Overseas goods brought in and stocked
by an import house pay the tax at least twice and frequently three
times before reaching the consumer. The same goods purchased by
a large retailer under the indent system pay but once. The coconut
industry fares badly. Copra for overseas shipment pays an average
of but little under 3 percent, while copra elaborated into oil in the
Philippines probably averages nearly 4 percent. Thus, without
change in rates and exemptions, shifts in the quantities of different

commodities making up the total movement, as well as changes in

dealer organizations and practices, may cause substantial changes
in the amount of sales tax collected without corresponding changes in

volume or value of domestic trade.

Merchants^ and manufacturers^ licenses.—-The collector of internal

revenue licensed 98,290 merchants and manufacturers in 1937 as

against 95,963 in 1936—a very conservative increase of 2)^ percent,

but little greater than the estimated increase in population.
Construction.—New building construction in Manila for 1937 on a

basis of value of permits totaled P7, 530,690 as compared with
P^6, 170,750 for 1936—an increased valuation of 22 percent. In this

connection, an earthquake board was appointed following the destruc-
tive earthquake in August. Together with the bureau of public
works and the Manila city engineer, the board will recommend more
conservative building regulations.

Real-estate transfers.—Real-estate transfers in Manila were reported
at P24,175,000 for 1937 which was well over 30 percent above the
figure for 1936.

Electric current consumption.—Electric current consumption was re-

ported at approximately 143,000,000 kilowatt-hours for 1937, repre-

senting a 12-percent increase over the previous year.

New firms.—The registration of new companies in 1937 was about
the same as for 1936 in number, but considerably less in paid-up
capital. The American trade commissioner, Manila, in his "Philippine
Economic Conditions, Annual Report for 1937", pages 74 to 76, sum-
marized investments and industrial development as follows:

There were 461 new companies registered in the Philippines in 1937, with
P126, 153,745 of authorized capital, of which F36,819,162 was subscribed and
yi 7,089,998 paid up. This compares with a total of 462 companies registered in

1936, with authorized capital of P171,962,000, of which F51,886,443 was sub-
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scribed and P22,059,890 paid up. The decline in the total capital invested in

new corporations in 1937 is due entirely to mining, in which the subscribed capital
was P12,756,000 in 1937, a reduction of P16,500,000 from the previous year. In-
vestments in companies allied to the mining industry, such as brokerage and invest-
ment companies, also declined substantially, while investments in agricultural
companies, lumber, manufacturing, transportation, and merchandising increased,
the increase in the last-named being more than 500 percent. Of the companies
registered in 1937, 384 with F4,221,000 paid up were Filipino; 51 with P2,000,000
paid up, American; 18 with !P623,000 paid up, Chinese; and 2 with F150,000
paid up, Japanese.

There were 128 partnerships registered in 1937, with a paid-up capital of
P4,198,000, of which Pl,375,000 was Filipino; ^=233,000 American; Pl,250,000
Chinese; and Fl,030,000 Spanish. The new partnerships are engaged mainly in

the brokerage and investment business and in merchandising.
The volume of trading on the two stock exchanges was greater in 1937 than in

1936, but the value of shares traded in was reduced. There was a total of

3,262,000,000 shares traded in in 1937, with an aggregate value of F377,097,188,
which compared with 1,075,000,000 shares valued at P445, 122,866 in 1936. The
average value per share was thus 11.55 centavos in 1937, against 41.40 centavos
in 1936. The greatest monthly turn-over was in February, with 499,000,000
shares sold, after which the volume declined steadily to 67,0()(),000 in November,
increasing slightly to 71,000,000 in December. The value of transactions de-
clined from P65,000,000 in January to F34,000,000 in May, increased to P42,-
000,000 in June and declined steadily thereafter to P4,628,000 in December.
The Swan, Culbertson & Fritz index, based on average value of stocks of 10

producing mines, opened the year at 214.67, rose to the year's high of 228.73 on
January 18 and sank steadily thereafter to September 10, when it reached the low
point of 62.50. The two exchanges agreed not to permit transactions in shares
at quotations lower than those at the close of business September 10. This
appeared to increase the confidence of investors and the index rose to 84.37 at the
end of September but declined to 65.44 at the end of the year, with most quotations
only slightly above the peg level.*******

Several new industrial projects were inaugurated with private capital during
the year. Construction of a large new brewerj^, with ?1,000,000 of Japanese
capital, was started early in the year, under the direction of Mitsui & Co. It will

probably commence production in the latter part of 1938. Another Japanese
company imported 400 looms for the manufacture of cotton textiles. A Japanese
importer of bicycles inaugurated a plant for the manufacture or assembly of
bicycles in Manila. A plant was installed in Zamboanga by the Sea Food Prod-
ucts Co., with Japanese and Filipino capital, to can tuna fish for local consumption
and export to the United States.
An old-established British export-import firm opened a plant for the production

of cassava starch. Its production is expected to be ample to supply the Philippine
demand for cassava starch, heretofore imported from Java, and it may replace
American starch to some extent. The same firm continued preliminary work on
a proposal to manufacture cellulose from Philippine bamboo, for export, but
nothing concrete has developed so far.

A company was organized with Filipino capital to manufacture cement-asbestos
tiles, for roofing, and started production during the year. Another Filipino com-
pany, organized the previous year to manufacture soap and perfumes, started pro-
duction at the beginning of 1937. A company was organized to manufacture
pomades, lotions, and other toiletries. A company was organized with Filipino
and American capital to manufacture dynamite and gun powder but had not yet
started work on a plant by end of the year. It has been proposed that the
government also engage in the manufacture of gun powder and munitions, pre-
sumably through the National Development Co.
A company was organized during the year to manufacture nails, mine cars, and

other iron and steel products, including repair parts for machinerj'. Though
hampered by shortage of capital, they opened their factory in the latter part of
the year and produced about 500 tons of nails, as well as 100 tons of bolts, nuts,
machine screws, etc. They have a capacity of 7 to 8 tons of nails a day.

Established industries were active throughout the year, but for the most part
did not expand notably. The manufacture and export of rattan furniture was a
particularly active industry and plans were developed for making collapsible rat-
tan furniture, as a means of reducing freight costs. A manufacturer of leather
shoes moved into a new factory, increasing his capacity to 2,000 pairs a day, or
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double the former capacity. Production of canvas rubber-soled slioes was in-

creased. Demand for cement for public works and private construction was so

great during the year as to tax the capacities of both the Government plant and
the privately owned plant, and both have ordered new machinery which will

increase their capacity by 60 to 80 percent.
A large producer of beer and other bottled goods installed a plant for the manu-

facture of bottles, about the middle of the year, but it was operated for only 2
months. It will probably reopen early in 1938 and will produce a large part of

the company's bottle requirements, which have hitherto been imported mainly
from the United States. It has a capacity of about 200,000 bottles a month.

To the trade commissioner's comment on the Manila stock market,
it may be added that by the end of 1937 it was generally conceded that

the pool of speculative money which in no small part had been derived
from sugar benefit payments made in the Philippines by the Agricul-

tural Adjustment Administration was exhausted. More than half of

the mining companies organized since 1934 and several of the manage-
ment and holding companies were either liquidated or were inactive

and marked for voluntary dissolution or bankruptcy.

ECONOMIC LEGISLATION

No economic legislation of consequence was passed during the

year 1937. Tariff bills passed late in 1936 and submitted for approval
to the President of the United States were of minor importance with
one exception and it did not receive Presidential approval. This was
bill 2336 which was designed to allow the President of the Philippines

to flex Philippine import duties within a range of one-fourth to four

times their present rates. No checks were provided on executive
discretion other than the vague "upon due investigation" and "for

the general welfare." Without any formula as to what must be found
by investigation, nor any requirements for hearings or time allowances
for goods purchased, the bill constituted an unusual and questionable
delegation of executive power.

In some quarters it was set forth that the measure was necessary
to make possible tariff increases for the further protection of American
goods entering the Philippines under free trade. However, it was
adjudged as actually lessening the security of protection and the
degree of reciprocity in respect to American goods. If the bill had
been approved, it was equivalent to resting 75 percent of the protec-
tion accorded American goods in the Philippines in the hands of the
President of the Philippines while contmuing the protection for

Philippine goods in the United States under fixed congressional acts

much less susceptible to sudden change.
Approval of the bill would also have reverted the powers reserved

to the President of the United States over acts affecting Philippine
exports and imports to the President of the Philippines and would
therefore have required vital amendment of the Tydings-McDuffie
Act.

Other measures of minor economic importance were bill 1535
exempting rock asphalt from the export wharfage fee which was
approved by the President of the United States on March 9, 1937,
and became Act 232; bill 2357, stipulating gross weight for purposes
of assessment of import duties on eggs, which was approved by the
President of the United States on March 9, 1937, and became Act 231

;

bill 11, establishing an embargo on the export of buntal fiber and parts
of the buri palm, unapproved; bill 1490, increasing the import duties
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on beer, unapproved; and bill 2396, levying a 20 percent ad valorem
export duty on Philippine commercial shells, unapproved.
New legislation during 1937 having but an indirect bearing on the

general economy through changes in taxation were Acts 238, 243,

251, and 253, all of which are discussed imder the heading ''Kevenue

acts" beginning on page 55 of this report.

CONCLUSIONS AND RECOMMENDATIONS RESPECTING THE GENERAL
ECONOMY

General summary of 1937 conditions.—From the standpoint of

movement of goods and total values and quantities for the whole
period, 1937 was a "banner" year. Although there were a per-

ceptible slackening of activity and a weakening of prices toward the

end of the year, these were not of such extent as to offset the earlier

gains. While it is accurate to state that the Philippines did not suffer

the more serious effects of the 1930-34 depression in a degree com-
parable to that of the United States or the industrial nations of

Europe, local observers were unanimous in designating 1936 as the

"recovery year." But 1936 trends were controlled to a significant

extent by the gold-mining boom. During 1937 the boom was liqui-

dated with relatively heavy losses to many investors, but the shock

was agreeably withstood and economic activity quickly reverted to

less speculative channels.

As has been shown in the section "Public finance and banking,"

government revenues from taxation and government surplus, without

counting the windfall income from the coconut-oil tax, improved.

Both the issued and uncovered totals of the public debt were reduced

and the sinking funds were regularly maintained. The circulation

increased and was backed by an exceptional, even redundant, reserve.

Bank resources, liquidity ratios, and earnings improved. The section

on "Government companies and enterprises" evidences that these

activities taken together conserved their capital and in several cases

enjoyed good earnings; the improvement in the capital structure and
railway operations of the Manila Railroad Co. was especially com-
mendable.

Overseas trade regained the boom levels of the late twenties, and
the merchandise balance was a record high in favor of the Philippmes.

Although data has not been gathered, it is a practical certainty that

in external payments the invisible balance was also favorable to the

islands.

The bulk of agricultural production increased over 1936. Other

extractive industries—lumbering, mining, fishing—all improved in

values and quantities. Similarly, the limited but growing small-unit

manufacturing industries were more active and profitable than in

previous years.

The improvement in production did not result in troublesome

commodity surpluses. Every class of merchants from public market
vendors to import-export houses profited through increased sales and

better rate of turn-over. Power consumption, income of utilities,

purchase and transfer of real estate, public and private construction,

and, in fact, every consumption index which can be plotted on a

relative basis, displayed an immediate upward trend.

Distribution processes were relatively efficient and widely effective

throughout the community, allowing higher wages and, consequently,
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higher standards of hving to larger groups. There was but httle

unemployment, and it was traceable to social rather than economic
causes.

United States—Philippine economic policies.—The immediate eco-

nomic policies of the United States in respect to the Philippines are

responsible for the favorable levels and indexes listed in this comment.
The more important of the policies are five:

1. The long-established free trade between the two areas which,
with certain limitations, permits the duty-free entry of Philippine

export produce into the United States market, where, protected by
generally high tariffs against similar foreign goods, such produce is

sold at prices two or three times the prices which it could command
elsewhere.

2. The effective limitation by quotas of sugar and cordage ship-

ments to the United States has resulted in the regularization of their

production and marketing and has prevented the deterioration of

price levels and the elimination of profit which would surely have
followed their unbridled extension.

3. American citizens have absorbed the public-debt issues of the
Philippines, and the United States Government has morally under-
written them.

4. The United States has guarded the currency and currency re-

serves of the Philippines and by linking them with the dollar has
automatically sustained their position in the world's money markets.

5. The Congress has automatically appropriated to the Philippine
treasury the revenue collected in the United States from its citizens

on the use of coconut oil derived either in the Philippines or in the

United States from Philippine copra. Such appropriations are large

in comparison with the total other Pliilippine revenues. They, in

effect, relieve the Commonwealth administration of financial worries.

Of the five important policies, there appears no doubt of the great
economic advantage to the Philippines of the first four. A strong
case can be made out against the ultimate value to either American
or Philippine interests of that major fraction of the coconut-oil tax
which is levied upon coconut oil used in the United States for the
manufacture of nonedible products. On the Philippine side, there is

grave doubt as to whether the large automatic appropriations can
or will be used in such a manner as to avoid inflation in its several
aspects: Inflation of currency; inflation of production costs; and
inflation of government activities.

Below the surface of Philippine economy as it is today, underlying
the notably prosperous levels of both external and internal enter-
prise, is a condition which carries with it more than a threat of future
disaster. That is the fact that the American policies which sustain
the high positions are not only artificial, in the sense that they are
but indirectly related to indigenous factors, but they are imperma-
nent. In fact, their withdrawal is planned and dated by an act of

Congress.
During a larger part of 1937 the President's Joint Preparatory

Committee on Philippine Affairs (see pp. 9 to 17 of this report) were
actively engaged in the collection of data and opinion for the ultimate
purpose of moderating the shock which withdrawal of American
economic policy will occasion. The Joint Committee had not formu-
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lated its conclusions at the end of the year, but the only remedy
offered them in the hearings in the Philippines was that of postpone-
ment linked with the hope that coconut-oil-tax funds available to

1946 might be employed to gradually and successfully adjust Philip-

pme economy to a basis independent of American preferences.

The difficulty of the problem of adjustment, other than in the
selection of projects appropriate for expenditure of the funds, is that
for nearly 30 years there has been an upward movement in wages,
income, and standards of living in the Philippines. This movement
continues and major advances in wages and standards were current
in 1937. Far from seeking to abate the trend, the Commonwealth
administration encourages it. If the economic union between the
United States and the Philippines were to continue, these move-
ments could be viewed only as due evidence of a laudable humani-
tarian social viewpoint thoroughly in line with contemporaneous
western thought. But, given world prices and international compe-
tition in the marketing of tropical agricultural produce and the
population pressure in the Orient as they are, and as they will in all

probability remain for a period measured in generations, the move-
ment may be more rationally viewed as counteracting plans for

adjustment and further unfitting the Philippines for an independent
economy.

In consideration of wages and standards, it is doubtful if the admin-
istration could check their upward trend even if it had so desired.

With prosperous general conditions, and with a distribution of wealth
which appears to be more favorable to the underprivileged than else-

where in the Orient, there is an undercurrent of agrarian unrest natural
to a situation in which economic progress has for years passed from
the top downward rather than grown from the soil upward.

It is from very basic and disturbing uncertainties of the nature of

those here briefly outlined and from others having relation to the
problem of international security that doubt has arisen as to the
feasibility from the Philippine viewpoint of following to conclusion
the existing plan for complete severance of economic relations with
the United States. To the end of 1937 no articulate movement was
organized to give public expression to the doubts which pervaded in

varying intensity the numerous interest groups which compose the
economic establishment. However, in newspaper discussion and
public speeches the indefinite continuation of the Commonwealth
form of government was advocated, presumably with the quota
limitations and without the export taxes now provided by law.

In view of the general realization in the Philippines of the serious

consequences which will result from the withdrawal of United Staies

economic relations and in view of the problem of international security,

in the event that a majority of the Filipino people desire continuation of
the Commonwealth under American sovereignty, it is recommended that

Congress give sympathetic attention to possible reconsideration of its

present political policy in respect to the Philippines.

Coconut-oil excise tax.—The imposition since 1934 of an excise tax

on coconut oil derived either in the islands or in continental United
States from Philippine copra may be considered as justified to the
extent to which it protects edible oils in the United States. How-
ever, it has been widely claimed in the United States that due to a
continuous deficiency in the United States of oils for industrial pur-
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poses and the consequent heavy importations, the tax may be detri-

mental to American interests so far as it is apphed to coconut oil

employed in the manufacture of nonedible products. The sense of

the Philippine National Assembly is recorded in their Kesolution No.
102 of April 8, 1938, which appears in appendix Villi Ijn the same
appendix will be found a copy of the Dockweiler bill, originally en-
tered in Congress for the purpose of eliminatmg the application of

the tax to coconut oil destined for manufacture of nonedible products.
It is recommended that the United States Tariff Commission he re-

quested to study and report on the question of the coconut-oil excise tax

with a view to determining the desirability from the viewpoint oj American
interests of eliminating its application to that fraction of oil from Philip-

pine copra which is used in the manufacture of nonedible products.

Philippine tariff.—Philippine import duties applied to foreign goods
are the measure of protection of American goods in the Philippine
market under free trade. For some years the relative share of the

United States in Philippine imports has declined, while the relative

share of the United States in absorption of Philippine exports has
increased. The Philippine tariff was passed by Congress in 1909
and has not been generally revised since that time. Its rates are low
as compared with existing tariff levels in the United States, the Orient,

and Europe. This has been particularly evident in the matter of

cotton textiles and certain foodstuffs. Also, the rates have not proved
sufficiently protective for the reasonable development of manufactur-
ing industries in the Philippines.

It is recommended that the Commonwealth authorities, in coojjeration

with the United States Tariff Commission, undertake a thorough study

of the Philijrpine import tariff ivith the idea of procuring the degree of
protection needed to sustain a practical degree of reciprocal trade between
the United States and the Philippines and such as will reasonably
encourage the expansion of manufacture in the Philippines.
High seas carrying trade.—There are two problems in respect to the

high seas carrying trade and a possible solution. The position of

United States vessels as carriers of Philippine exports and imports
has declined and the condition of existing lines is such as to afford
little encouragement. On the other hand, with cheaper labor and
unhampered by restrictive legislation, the Commonwealth govern-
ment desires, either with public or private capital, to enter the field.

It is doubtful if Philippine vessels can compete with non-American
vessels on the Orient-American routes without either subsidies which
the government is not in a financial position to grant, or heavy losses

which neither the government nor private capital in the Philippines
can withstand. The key to a solution of the problem rests, perhaps,
in the existing coastwise laws of the United States which permit their

extension to the Philippines by executive action.

It is recommended that the United States Maritime Commission study
the feasibility of extending the coastwise shipping laws to include the

Philippines with a provision for allowing a fixed tonnage for vessels of
Philippine ownership to be operated under Philippine shipping laws to

he approved by the Commission.
Decline of lumber exports.—The relative decline of exports of sawed

lumber as compared with those of rough timber is presented on page
118, above.

It is recommended that the Commonwealth government take steps to

limit the export of timber, except for veneering purposes, and to assure

120403—39 ^9
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Philippine labor and capital the advantage of exporting the bulk of this

important natural resource in the Jorm of sawed lumber.

In conclusion, I desire to report that relations between the Office

of the High Commissioner and Commonwealth officials have been
mutually helpful and most cordial. By his friendly cooperation and
manifest confidence, the President of the Commonwealth, Manuel L.

Quezon, has materially assisted in the establishment of this most
satisfactory relationship between the officials of both governments.
Acknowledgment is made of the invaluable assistance of the War

Department, the Department of State, and other departments and
agencies of the United States Government in dealing with Philippine-

American affairs.

Respectfully submitted.
Paul V. McNutt,

United States High Commissioner to the

Philippine Islands.

The Peesident and Congress of the United States,
Washington, D. C.



APPENDIXES

APPENDIX I

Documents Relating to Expenditure of Coconut Oil Tax Funds

letter from president quelzon to assistant secretary op state francis b.

sayre, april 19, 1937

Shoreham Hotel,
Washington, D. C, April 19, 19S7.

Hon. Francis B. Sayre,
Assistant Secretary of State,

Washington, D. C.

My Dear Mr. Secretary: Confirming conversation I had with you this
morning, I desire to say that if and when the Supreme Court of the United States
shall have decided favorably the pending question on the constitutionality of the
provision of the law authorizing the payment to the Philippine government of the
excise tax collected on oil coming from the Philippine Islands and processed in the
United States, I shall, as soon as possible, convene the national assembly at a
special session in order to appropriate the funds now accumulated in the Treasury
of the United States for specific purposes that will be stated in the law appropri-
ating said funds. In this way, the Government of the United States, before
authorizing the delivery to the government of the Commonwealth of the above-
mentioned funds,' will know exactly the purposes for which it has been appropri-
ated, and thus make sure that the injunction of Congress as to the use thereof is

being complied with.
I cannot, of course, definitely assert what the national assembly will do, but in

the special message which I shall send to the Philippine Assembly and upon the
authority of which the national assembly, under the constitution, may pass the
law appropriating said funds, I propose to make the following recommendations:

1. That so much thereof as may be necessary be appropriated to purchase all

large landed estates for the purpose of reselling them in small parcels to the tenants
of those estates, or in the absence of tenants, to such other Filipino citizens as may
desire to purchase said parcels of land; these parcels, in no case, to exceed more
than 250 acres;

2. That so much thereof as may be necessary be appropriated for the purpose
of establishing a credit institution to give credit under such terms and conditions
as the law may prescribe, to the purchasers of these parcels of land for working
animals, agricultural implements, or in general for the development of the land;

3. For the building of roads in Mindanao and such other undeveloped islands of
the Philippine Archipelago as may require urgent attention;

4. For the building of schools, particularly in the rural districts, to provide
vocational education; and

5. For the establishment of government institutions to take care of the insane,
the indigent aged and children, and other individuals that may require the care
of the State.

So as to give the Treasury Department of the United States further assurance
that the funds from the excise tax on oil will not be in contravention of the act of
Congress, I desire to state that I shall not ask for the transfer of these funds to
the Treasury of the Philippines until such time as the national assembly shall have
approved the law appropriating these funds for the purposes that the President
of the United States considers perfectly in accordance with the will of Congress on
this matter.

Sincerely yours,
Manuel L. Quezon.

127
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DEPARTMENT OF STATE PRESS RELEASE, JUNE 23, 1937

For the press.
Department of State,

June 23, 1937.

President Manuel L. Quezon of the PhiHppine Commonwealth has informed the
Honorable Francis B. Sayre. chairman of the Interdepartmental Committee on
Philippine Affairs, that, on June 17, 1937, he formally requested of the Treasury
Department that the Treasury transfer to the account of the Philippine Common-
wealth the net proceeds of the taxes collected up to July 1, 1937, on the processing
of Philippine coconut oil under section 602 J'^ of the Revenue Act of 1934. This
sum will be held on deposit in the Treasury pursuant to the authority of applicable
Federal and Philippine statutes. Treasury ofhcials are now engaged in perfecting
the necessary formal details required to effect the tt-ansfer and the deposit, which
it is anticipated will be completed within the next few weeks.

In this connection President Quezon requested that the following statement be
made on his behalf:

"I cannot, of course, definitely assert that the national assembly will do, but
in the special message which I shall send to the Philippine Assembly and upon the
authority of which the national assembly, under the constitution, may pass the
law appropriating said funds, I propose to make the following recominendations:

"1. That so much thereof as may be necessary be appropriated to purchase
all large landed estates for the purpose of reselling them in small parcels to the
tenants of those estates, or in the absence of tenants, to such other Filipino

citizens as may desire to purchase said parcels of land; these parcels, in no case,

to exceed more than 250 acres;
"2. That so much thereof as may be necessary be appropriated for the purpose

of establishing a credit institution to give credit under such terms and conditions
as the law may prescribe, to the purchasers of these parcels of land for working
animals, agricultural implements, or in general, for the development of the land;

"3. For the building of roads in Mindanao and such other undeveloped islands

of the Philippine Archipelago as may require urgent attention;
"4. For the building of schools, particularly in the rural districts, to provide

vocational education; and
"5. For the establishment of government institutions to take care of the insane,

the indigent aged and children, and other individuals that may require the care
of the state.

"I do not think that for the purposes above mentioned more than $20,000,000
will be necessary; so there will be left in the Treasurj^ $30,000,000, that we shall

keep intact to be spent for the readjustment of Philippine economy as the joint

committee of American and Philippine experts may recommend."

APPENDIX II

Speech Radiocast From the United States by President Quezon to the
People of the Philippines on April 4, 1937

I am very happy to have this opportunity of addressing you today. It is a
long way from Washington to the Philippines, and I am beginning to feel homesick,
but I am here in the performance of a most important duty, which I hope will

bring happiness to our people.

I wish to speak to you on this occasion on two subjects, woman suffrage and
immediate Philippine independence. I wish to reiterate iwy hope that the women
of our country may at last win their right to vote. I hope all the women who
possess the qualifications required by the law will not onlj^ register but will

vote favorably in the plebiscite upon this question. Filipino women are not as

yet in full possession of all their rights, and unless they make an early decision

to take part in the national administration it will be a long time before all their

rights are secured.

I hope all Filipino men will be willing to seek the advice and collaboration of their

mothers, wives, and daughters in public affairs just as they seek them in their

private business. The Filipino woman is the equal of the best in the world, and
there is no reason why she should not enjoy all the rights and privileges of women
in more progressive countries. Don't let the world be disappointed when the day
for the decision of this momentous question comes. Let the world see that our
women have all the political rights that women in advanced countries have.
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I want to speak to you on those questions of Philippine independence which
have struck me at this tinae. You are already informed that I have recommended
that the period for the granting of independence be shortened so that the Philip-

pines may establish its Republic on December 31, 1938, or on July 4, 1939. I

understand some people have been surprised that I should have made that proposal

at this time.
Well, anyone who has followed closely my public career has expected me to

do so. Moreover, it is well known that the majority of our people in accepting
the Tydings-McDuffie law accepted it in the hope and expectation that if, after

it had been in operation, it had been demonstrated that certain modiiications

were necessary, that the Filipinos would have the right to present to the Govern-
ment of the United States their point of view on these modifications.
My conviction is that it is in the interest of the Philippines and perhaps no

less in the interest of the United States that the period for the granting of inde-

pendence be shortened, as I have stated before. Why have we been granted
these 10 years from the establishment of the Commonwealth?
The main reason was because, in the opinion of Congress, the Philippines

needed these 10 years to readjust their national economy to the conditions that
will prevail when independence shall have been granted. The independence law
provided certain conditions whereby it was the hope that the Philippines would
in 10 years be able to readjust their national economy to the independence re-

gime. We accepted the independence law upon the assunaption that none of its

provisions will be amended except with the consent of the Filipino people. Under
the provisions of this law, trade relations between the United States and the
Philippines were to be on a certain basis, and we took for granted that this basis

would not be altered during these 10 years of the transition period.
As a matter of fact, however, even after the independence law was accepted by

our people, the Congress of the United States started to amend those provisions
of the law regulating our trade relations with America. It would appear, there-

fore, that Congress felt that it has the right to amend at any time the trade rela-

tions between America and the Philippines, regardless of the provisions of the
independence law.

Under these circumstances, to continue in the present status would simply
cause the economic ruin of the Philippines. It is absolutely necessary that we
be able to place our trade relations with America on a more stable basis, and there
is but one way of accomplishing this, namely, through a treaty between the
Government of the United States and an independent Philippine Republic.

So long as the Philippines remain under the American flag Congress will always
feel at liberty to amend any of its laws affecting any of the Philippine relations.

But once we are independent, if we should secure a treaty from the American
Government similar in terms to the provisions of the Independence Act regulating
our trade with America, Congress will have to respect that treaty during the time
of its existence. And therefore, I have proposed the Philippines be granted imme-
diate independence, and I hope within as short a time as possible, with the idea
that there may be entered into a treaty between America and the Philippines
whereby trade relations between the United States and the Philippines, as pro-
vided in the Independence Act, may be agreed upon, in the form of an independ-
ence treaty between our two countries.
And I am hopeful that such a proposal will meet with no very serious objection

on the part of the Government of the United States. Moreover, I feel it will not
be impossible to secure a special trade relation between America and the Phil-
ippines after the 3-year period has elapsed.

I heard that many of our businessmen in the Philippines, especially those
engaged in the sugar industry, are against my proposal to shorten the period for

the granting of independence. Moreover, I have been told that some of these
men are against this, thinking that the proposal I have submitted to the Govern-
ment of the United States is going to ruin them. I want to say to these gentlemen
that the present situation in the Philippines affords them no guaranty that they
will, during the period provided in the Independence Act, be allowed to sell in the
United States the amount of sugar free of duty that is allowed under the terms of
that act. Even now there is pending before Congress a law taxing sugar coming
from the Philippine Islands—a tax which is greater than the tax which has been
levied heretofore.
The tax has not only been raised, but there is no provision in the bill for this

tax to be returned to the Philippines. Who can assure you, sugar barons of the
Philippines who are now protesting against what I am doing, which is for your
own interests—who can assure you that next year the Congress of the United
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States is not going to tax your sugar? Or who can assure you that next year
the Congress of the United States is not going to reduce the amount of sugar
that you can export free of duty in this country?
Your suggestion that we should remain under the Tydings-McDuffie Inde-

pendence Act is tantamount to an economic suicide on your part. It is only
under my proposal that j^ou can find safety and security in your investments.

But don't forget that I am prepared if necessary to get independence for the
Philippines even if I should fail to secure for our products the benefits of the
market of the United States.

The time has come when the Filipino people must decide whether they shall

be masters of their own destiny or not. If we are not willing to assume all the
responsibility of a free people, then let us quit talking about freedom and inde-
pendence and let us sell our birthright for 1,000,000 tons of sugai. -

Fortunately for you and fortunately for the whole country, the authorities in

Washington are concerned with the future of our people, and they are trying to
do everything they can to find a formula whereby we will be independent without
very serious injury to our national economy. And I am here precisely to protect
our country from any possible unwise legislation that may bring harm to our
people.

I want you to have faith in me, and I hope you will not embarrass my work
here by sending protests before you know what you are protesting about. If I

should succeed in getting the President to recommend to Congress that the period
for the granting of independence be shortened and at the same time that the
President be authorized to enter into negotiations with the Republic of the Phil-

ippines whereby the trade relations between America and the Philippine Islands

may be, at least for 15 years, as provided in the Independence Act, nothing better
could happen to our country and our people.

I have agreed to the creation of a committee of experts which, at the same
time that it is studying the different aspects of our trade relations, will also con-
sider how the question of granting immediate independence will affect our national

economy. I have appointed to this comniittee as our representatives Secretary
Yulo, of justice; Commissioner Paredes; Assemblyman Romero, the majority
floor leader; Assemblyman Roxas, minority floor leader; Mr. Elizalde, a member
of the National Economic Council; Dean Conrado Benitez, of the College of

Commerce of the University of the Philippines; and Mr. Benito Razon as technical

adviser.

This is a very strong committee, which, jointl}^ with other American members,
will study the whole phase of the Philippine question. They will hold hearings

in America as well as in the Philippines, so that everyone who has something to

suggest may be heard. After they have finished their labors—and I expect
that their labors will be finished next autumn—a report will be submitted by
them with their recommendations. This committee is not the same as the
committee contemplated by the Independence Act. This is a committee of

experts. The other committee will be a committee which, on behalf of the
Government of the United States and on behalf of the government of the Philip-

pines, will proceed to make recommendations as to future trade relations after

independence shall have been granted.
Now, my fellow citizens, my time is about up. Don't be panicky. Don't be

scared with anything that you hear or that is printed by the papers as to what
might happen to the Philippines. None of you is as interested as I am, not even
the men who own the sugar factories or the men who own the coconut factories

or the tobacco factories—not one is more interested than I am in securing for the

Philippines the economic stability and the consequent prosperity for our people.

Even though I have not a cent in any one of those industries, I am at least as

interested as every one of you, for it is my duty to look after the welfare of our
people.
Now I will say good-bye to you, and I hope you sleep well after what I have

said.
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APPENDIX III

Act 237, the Pension Restoration Act

First National Assembly B. No. 2437
Third Special Session

[Commonwealth Act No. 237]

AN ACT To provide for the restoration and payment of all annuities due to persons retired under and
pursuant to the terms and provisions of acts numbered thirty hundred and fifty, thirty-one hundred
and seventy-three, and Article III of chapter thirty-five of the Administrative Code, each as amended
and in effect prior to November first, nineteen hundred and thirty-six

Be it enacted by the National Assembly of the Philippines:

Section 1. As used in this Act, the term "Teachers' Retirement Act" shall

mean Act Numbered Thirty hundred and fifty, as amended and in effect prior to
November first, nineteen hundred and thirty-six; the term "Health Retirement
Act" shall mean Act Numbered Thirty-one hundred and seventy-three, as
amended and in effect prior to November first, nineteen hundred and thirty-six;

and the term "Constabulary Retirement Act" shall mean Article III of Chapter
Thirty-five of the Administrative Code, as amended and in effect prior to No-
vember first, nineteen hundred and thirty-six.

Sec. 2. Notwithstanding the provisions of Commonwealth Acts Numbered
One hundred and eighty-seven. One hundred and eighty-eight, and One hundred
and eighty-nine, all persons who, on or before November fourteenth, nineteen
hundred and thirty-six, had retired under and pursuant to the terms and con-
ditions of the Teachers' Retirement Act, the Health Retirement Act, and the
Constabulary Retirement Act and were then receiving the benefits provided by
said Acts and the beneficiaries of said persons, and all beneficiaries of deceased
persons previously retired under said Acts, shall hereafter receive and be paid the
full amount of the annuities which had then accrued to them or may hereafter
accrue to them, under the terms of said Teachers' Retirement Act, the Health
Retirement Act, and the Constabulary Retirement Act, the same as if the pro-
visions thereof had not been declared inoperative. AU such payments shall be
made at the time and in the manner that said annuities would have been paid if

the said Teachers' Retirement Act, the Health Retirement Act, and the Con-
stabulary Retirement Act, and the provisions thereof, had not been declared
inoperative. The restoration of the annuity payments made as in this section

provided shall be effective not earlier than November fourteenth, nineteen hundred
and thirty-six.

Sec. 3. AU persons who by the terms of this Act shall be entitled to receive
the full annuity accrued to them under the terms of the Teachers' Retirement
Act, the Health Retirement Act, and the Constabulary Retirement Act, shall

receive and be paid said full annuities from the date said annuities were reduced
or discontinued. To the extent that any of said annuities has been reduced in

amount, or otherwise not paid, an amount equal to the reduction with interest

thereon at the rate of four per cent per annum from the date of withholding of

said sum to the date of payment thereof shall be paid to said persons. All of

said sums so withheld shall be paid not later than January first, nineteen hundred
and thirty-eight, and interest thereon shall be computed to the first day of the
month next following the date on which checks for the payment of the sums so
withheld shall be issued and mailed.

Sec. 4. The Government Service Insurance Board shall administer this Act,
and for this purpose shall have power to adopt, subject to the approval of the
President of the Philippines, such rules and regulations as may be necessary to
carry out the provisions hereof.

Sec. 5. Such sums as may be necessary to carry into effect the provisions of
this Act are hereby appropriated out of any funds in the Philippine Treasury not
otherwise appropriated.

Sec. 6. This Act shall take effect upon its approval.

Approved, September 23, 1937.
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APPENDIX IV
First National Assembly

Second Sess'on B. No. 2765
[Commonwealth Act No. 246]

AN ACT Prescribing the form of the Budget and regulating the expenditure of authorized appropriations

Be it enacted by the National Assembly:

Section 1. Title.—This Act shall be known as the "Budget Act."
Sec. 2. Definition of terms used in this Act.—The Budget is the financial program

of the National Government for a designated fiscal year, consisting of statements
of estimated receipts and expenditures for the fiscal year for which it is intended
to be effective, based on the results of operations during the preceding fiscal years.

Ordinary income consists of the proceeds of the collection of taxes and other
kinds of revenues and receipts regularly accruing to the Philippine Treasury by
virtue of the operation of existing laws. Receipts which do not regularly accrue
to the Government, the collection of which is indefinite, or does not depend
entirely on the authority of the Government of the Commonwealth of the Philip-

pines shall be classified as extraordinary income.
Ordinary expenditures are those that are necessary for the ordinary operation

of the Government and are continuous or recurring in nature. All other kinds
of expenditures shall be classified as extraordinary expenditures, including public
works constructions, special projects, and investments.

Sec. 3. Form of the Budget.—The Budget, which shall be prepared and sub-
mitted to the National Assembly in accordance with the provisions of section 9,

Article VI of the Constitution, shall comprise the general fund and all classes of

special and trust funds under the care and control of the different branches or
officers of the National Government.
The receipts accruing to any fund and the expenditures therefrom shall be

shown in detail in conformity with the classification of accounts prescribed by the
Auditor General, segregated into ordinary and extraordinary income and
expenditures.
The appropriations for salaries and wages shall specify the positions, the num-

ber of each class, the respective designations, the salary rates authorized for the
current year and those proposed for the ensuing year, and the items shall be
grouped by bureaus and offices. The items of appropriations for each class of

sundry expenses, furniture and equipment, and those for special purposes for the
different bureaus and offices shall be consolidated for each corresponding depart-
ment. Together with the proposed appropriations for each department, there
shall be shown the amount of the actual expenditures for the preceding j^ear and
the estimated expenditures for the current and ensuing years from appropriations
that are authorized by existing laws and from the special and trust funds.

Sec. 4. Authority of the President to change the form of the Budget.—The President
is authorized to change, subject to the requirement of the Constitution, the form
of the Budget or any feature thereof, to suppress any existing feature and to add
any new feature, data, or information which, in his opinion, may help toward a
clearer presentation of the needs of the Government and the condition of its

finances: Provided, That such changes shall be valid and subsisting while the
Assembly does not provide otherwise.

Sec. 5. Budget to be balanced.—The ordinary income shall be used primarily
to provide for the ordinary operating expenses of the Government. Except in

case of a national emergency or serious financial stress, the existence of which
has been duly proclaimed by the President, the total authorized appropriations
for the ordinary expenditures shall not exceed the ordinary income; and, unless
extraordinary circumstances justify it, the total estimated ordinarj^ income shall

not only cover the total estimated ordinary expenditures, but it shall leave a
reasonable surplus besides. No appropriations for the ordinary operating
expenses of the Government may be proposed, unless the amount thereof is

covered by the ordinary income, and, likewise, no appropriation for any extra-
ordinary expenditure, the amount of which is not covered by the estimated
income from the existing sources of revenues or available current surplus, may be
proposed, unless it be supported by a proposal creatmg an additional source of
fund sufficient to cover the same.

Sec. 6. Accrual of income to unappropriated general fund of the National Gov-
ernment.—Unless otherwise specifically provided by law, all income accruing to
bureaus, offices, and other units of the National Government by virtue of the
provisions of existing laws, orders, and regulations sliall be deposited in the
Philippine Treasury or in any duly authorized depositary of the Government by
the officers or employees receiving them, and, except the receipts pertaining to
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special and trust funds, shall accrue to the unappropriated general fund of the
National Government.

All receipts due the Government by virtue of the provisions of section two
thousand and fifty-three of the Administrative Code, section ten of Act Num-
bered Forty-one hundred and sixty-six, and section forty-three of Common-
wealth Act Numbered Eighty-three, shall accrue to the unappropriated general
funds in the Philippine Treasury, any provision of law to the contrary notwith-
standing.

Except in the case of receipts accruing to special funds derived from proceeds
of taxes and fees specially imposed for specific purposes and to the revolving funds
created by law, all unexpended balances of receipts collected by bureaus and
offices of the National Government by virtue of laws which authorize expendi-
tures payable therefrom, shall revert to the unappropriated general fund in the
Philippine Treasury at the end of the fiscal j^ear in which collected.

Sec. 7. Provisions governing the expenditure of authorized appropriations.—Un-
less otherwise expressly provided in the law authorizing an appropriation, the
following general and special provisions shall govern the expenditure of appropri-
ations authorized by any annual General Appropriation Act and other acts:

I

—

General Provisions

(1) Appropriations to he spent only for purposes for which appropriated.—Un-
less otherwise expressly provided, all sums set aside in the appropriations shall
be expended solely for the specific purpose for which appropriated, and for no
other.

(2) Reduction of expenditures.—The President may order the reduction of the
expenditures chargeable to appropriations authorized for' the executive depart-
ments and their respective bureaus, offices, and dependencies whenever, in his
opinion, the public interest so requires: Provided, however, That in case of
reduction of salaries and wages, such reduction shall be general and based on the
existing rates of salaries and wages, and the percentage of reduction shall be
uniform for similar rates of salaries and wages.

(3) Certifi.cation as to availability of funds.—No funds shall be disbursed, and
no requisition or order for the purchase of supplies and materials and for the
purchase, manufacture, or repair of furniture and equipment chargeable to any
appropriation or fund shall be made by any chief of bureau or office without first

securing the certification of the corresponding Accounting Officer as to the avail-
ability of funds or appropriation against which the expenditure or obligation may
property be charged.

(4) Allotment of lump-sum appropriations and special and other funds; plantilla

of personnel.—The provisions of any law to the contrary notwithstanding, ex-
penditures from lump-sum appropriations authorized for any executive depart-
ment in any annual General Appropriation Act or other act and from all special,
bond, trust, and other funds shall be made in accordance with a budget to be
approved by the President, which shall include the plantilla of personnel, show-
ing the number of each kind of positions, the designations, the salary proposed
for the fiscal year for which the appropriation is intended and the salary actually
received. This provision shall be applicable to all revolving funds, receipts which
are automatically made available for expenditure for certain specific purposes,
aids and donations for carrying out certain activities, or deposits made to cover
the cost of special services to be rendered to private parties.

Except when stipulated otherwise as a condition for the expenditure of an aid
or donation, and in the case of officers and employees receiving higher rates at
the time of the approval of this Act, no officer or employee whose salary, not
being fixed by law, is paid from any lump-sum appropriation or from any special,
bond, trust, revolving, or other fund, shall receive a compensation of more than
twelve pesos per day or more than three hundred pesos per month. This limi-
tation shall not apply to the appropriations for '"expert and technical personnel"
under the Office of the President aftd the various executive departments.

In the case of any lump-sum appropriation for salaries and wages of temporary
laborers and employees provided in any General Appropriation Act or other act,
the expenditure of such appropriation shall be limited to the employment of
laborers paid by the month, by the day, or by the hour, and of emergency em-
ployees other than laborers, who, except those authorized for the National
Assembly, the office of the President, the Bureau of Health, the craftsmen,
telpers, and other employees of the Bureau of Printing, the justices of the peace,
the officers and employees of the Bureau of Public Works whose salaries and
wages are payable from appropriations for projects authorized in any act, and
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the officers and employees of the Bureau of Quarantine Service, shall, in no case^
be paid a salary in excess of forty pesos per month, nor shall their employment
continue for more than six months.

(5) Reversion of unexpended balances of appropriations.—Except appropriations
for the national defense pursuant to Commonwealth Act Numbered One, the
unexpended balances of appropriations authorized in any annual General Appro-
priation Act shall revert to the unappropriated general fund in the Philippine^
Treasury at the end of the fiscal year for which such appropriations are authorized,
and shall not thereafter be available for expenditure except by subsequent legis-

lative enactment.
SALARIES AND WAGES

(6) Determination of rate of compensation of positions.-—Whenever a specifie
number of positions is provided in an item of an appropriation authorized in any
act, the sum appropriated in such item shall be understood to be equally divided
among the positions so provided, and the maximum rate of compensation per
annum of each position is thereby determined.

All annual salaries shall be divided into twelve equal installments, one of which
shall be the pay for each calendar month; and in making payment for part of a
month the amount to be paid for each day shall be determined by dividing the
monthly pay into as many parts as there are days in the particular month.

(7) Filling of vacancy by appointment of person or persons in lower grade.—With
the prior approval of the President of the Philippines, a vacancy in a position of
any grade may be filled by the appointment of one person or more of a lower
grade within the same service classification; but in such case the aggregate of
salaries paid shall not be greater than the salary authorized by law for that
position.

(8) Authority to receive additional compensation.—Any provision of law to the-

contrary notwithstanding, officers and employees who are appointed or designated
by competent authority to serve as chairmen, members, or officers of the com-
mittee for the holding of bar examinations or of the examining boards mentioned
in section ten of Act numbered four thousand and seven and the boards that have
been established, or may hereafter be established, by law to govern the operation
of government owned or controlled enterprises, may, in the discretion of the-
President, be allowed to receive compensations at rates which he shall fix and
subject to such conditions as he may prescribe, in addition to the salary authorized
for the regular position of each officer or employee concerned. Such additional
compensation shall be payable from the fees collected by the examining boards,
and from the special funds under the respective control of the other boards, as
the case may be.

(9) Compensation of persons receiving pension.—A person receiving life pension,
annuity, or gratuity from the Government of the Commonwealth of the Philip-
pines or any province, city, municipality, or other subdivision thereof, or from
any government owned or controlled entity or enterprise, who is reappointed to
any position, the appropriation for the salary of which is provided from funds
of the said Commonwealth Government or any province, city, municipality,
or other subdivision thereof, or from any government owned or controlled entity,
or enterprise, shall have the option to receive either the compensation for the-
position, or the pension, gratuity, or annuity; but in no case shall he receive both.

(10) Prohibition from acceptance of voluntary service.—No person shall be em-
ployed or appointed in the government service, under the guise of voluntary ser-
vice, without compensation but with privilege of reimbursement of traveling
expenses, or of receiving per diems, subsistence, or quarters payable from public
funds, in the absence of a specific position therefor or specific legislation authoriz-
ing the creation of such position: Provided, That, in case of emergency and
when authorized by the President, the application of this provision may be waived
in the case of voluntary service in the Philippine Army, State Police, Office of
Adult Education, Bureau of Health, hospitals, and penal institutions.

• ALLOWANCES

(11) Subsistence.—No officer or employee of the National Government shall be-

given subsistence, the cost of which is payable from any public fund, except the
following and only when an appropriation therefor is specifically provided:

(a) Marine officers, engineers, and crew of the government vessels, launches,
and motorboats, who shall take their meals in the mess on board the vessels,.

launches, or motorboats when on duty during meal time;
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(b) Lightkeepers and other employees in light stations duly authorized by the
head of department to receive subsistence, who shall be furnished raw, canned, or
preserved food materials;

(c) Officers and employees who are required to render service within the prem-
ises of hospitals, prisons, Philippine Army barracks, training schools, leper institu-

tions, and other similar institutions during a continuous period covering meal time
allowing full subsistence when required to live in said premises to make their

services available at any and all time: Provided, That said subsistence shall be
furnished in kind, requiring those entitled thereto to take their meals in the mess
provided therefor and maintained at the expense of the Government, and under
no condition shall the same be commuted or paid in cash, except to the Director and
the Assistant Director of Prisons and employees of the Bureau of Quarantine
Service at such rates as may be provided for them in the annual General Appropria-
tion Act; to enlisted men of the Philippine Army as provided in the Army Regula-
tions; and to the following officers and employees who have, heretofore, been
allowed such commutation, at rates not exceeding one-half of the maximum rates

of per diems authorized in paragraph (18), General Provisions, of this section:

(1) District nurses of the Bureau of Health and nurse-social workers of the
Bureau of Public Welfare in Manila while assigned to render service outside of

hospitals or welfare institutions;

(2) Officers and employees in leper institutions;

(3) Physicians, pharmacists, dentists, sanitary inspectors, attendants, and
nurses of the Bureau of Prisons while no available government quarters can be
provided for them;

(d) In those cases where laborers are employed on work located in isolated or
unsettled districts, they shall be furnished the usual rations or the equivalent in

cash, at the expense of the Government.
(12) Subsistence of crew of government vessels.—The subsistence allowance for

the officers and crew of the coast-guard and revenue cutters and lighthouse tenders
and other large vessels operated by the Government shall be spent for conducting
a mess under the charge and administration of one or more members of the comple-
ment in each vessel to be designated by the corresponding head of department,
and in accordance with regulations to be issued by him. The person or persons
so designated shall keep an account of the advances of funds received by the
same and expenditures made therefrom for the operation of the mess and shall

render such report to the corresponding Accounting Officer promptly at the end
of each month in such form as the Auditor General shall prescribe.

(13) Furnished quarters.—When the position of any officer or employee is pro-
vided with "furnished quarters," such officer or employee shall be entitled to the
use of such government-owned furniture and equipment as are necessary for his

board and lodging and those for his wife or her husband, and children below
twenty-one years of age.

(14) Laundry.—At the discretion of the corresponding head of department,
any officer or employee of the National Government serving in any hospital,

penal institution, or other institution, who is required to wear a uniform during
the performance of his duties, may be granted laundry allowance in kind.

(15) Expenses for transportation, medicine, and medical attendance of employees
contracting illness in line of duty.—Employees engaged in any authorized work
in places where ordinary medical attendance is not available shall be entitled to
such necessary expenses for transportation, medicine, and medical attendance,
as may be authorized by the corresponding department head, in cases of illness

contracted in line of duty.
(16) Prohibition against the grant of allowance for use of private automobiles.—No

officer or employee of any department, bureau, office, agency, or instrumentality
of the National Government shall be paid any allowance, directly or indirectly,

for the use of his own automobile on official business, payable from any appropria-
tion or fund provided in any General Appropriation Act or other act.

TRAVEL EXPENSES

(17) Manner of payment of travel expenses.—Travel expenses shall be allowed
either in the form of payment of the travel expenses actually and necessarily
incurred, or, in the discretion of the chief of bureau or head of office, by the
payment of per diems, or fractional per diems, in lieu of expenses other than
transportation. The expenses actually and necessarily incurred for subsistence
and lodging in excess of the authorized rates of per diems may be reimbursed
upon the approval of the proper head of department when the prevailing condi-
tions in the places visited so justify.
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When travel is done by water and subsistence is not included in the transporta-
tion, the amount actually and necessarily expended for subsistence shall be paid,
:and no per diem shall be allowed in lieu thereof.

Per diems shall not be allowed to members of field parties or others for whom
subsistence in kind is supplied or other special provision made to cover travel
expense.
The travel expenses of a government official or employee who may be assigned

to render a special service to any private person or entity, the expenses for which
are payable by such private person or entity, shall be paid, subject to the limita-
tions and requirements herein provided for travel expenses payable from govern-
ment funds, from the deposit which the private party shall be required to make
before the performance of the special service may be commenced.
No officer or employee of the Government who remains temporarily at one

station for a longer period than one month shall be paid per diems in excess of
one month, except upon the approval of the proper head of department, and, in
case his temporary stay in any one place exceeds three months, payment to him
of per diems in excess of three months shall be made only upon the previous
approval of the President.

(18) Schedule of per diems for officers and employees of the National Government.—
Per diems, when allowed, shall be fixed with the approval of the corresponding
head of department at rates not to exceed the following:

(a) For officers and employees receiving a salary of two thousand pesos or less

per annum, a per diem of not to exceed two pesos;
(fc) For those receiving more than two thousand pesos per annum, but not

exceeding four thousand pesos per annum, a per diem of not to exceed three
pesos;

(c) For those receiving more than four thousand pesos per annum, but not
exceeding six thousand pesos per annuixi, a per diem of not to exceed four pesos;

{d) For those receiving more than six thousand pesos per annum, a per diem
of not to exceed five pesos.
Any officer or employee whose compensation is fixed at other than the per

annum basis may be given the rate of per diem authorized for that receiving
compensation on the corresponding per annum basis.

(19) Per diems for officers of the United States Army, Navy, Quarantine Service,
etc.—Officers of the United States Army, Navy, Quarantine Service, and other
branches of the Government of the United States detailed for duty with the
Government of the Commonwealth of the Philippines, ma}^ be paid, when travel-
ing on official business of the latter, the rate of per diems authorized for their
regular positions under the regulations in force in the Federal Service to which
they respectively pertain.

(20) Transportation of members of family of an employee transferred from one
station to another.—Whenever, due to the requirement of the service and not at
his own request, an officer or employee is transferred from one station to another,
said officer or employee and his wife or her husband, and children below twenty-
one years of age shall be entitled to transportation, including that of their baggage
and household effects, at the expense of the Government, to be paid from the
appropriation for traveling expenses of the bureau or office concerned.

RENTAL OF BUILDINGS AND GROUNDS

(21) Availability of appropriations for rental of buildings and grounds.—An
appropriation authorized in any act for rental of buildings and grounds for any
department, bureau, or office shall be available for expenditure only when author-
ized by the head of department concerned.

CONSUMPTION OF SUPPLIES AND MATERIALS

(22) Application of appropriation for consumption of supplies and materials.—
No part of any appropriation for consumption of supplies and materials author-
ized in any General Appropriation Act or any other act shall be used for the
manufacture of equipment and the construction of new buildings, except buildings
of light materials in emergency cases or used in connection with research or ex-
perimental purposes, nor for other construction projects requiring special
appropriations.

The phrase "buildings of light materials" shall be taken to mean those with (1)
posts of bamboo or soft wood, (2) floor and roof framings of soft wood or bamboo,
(3) sidings and partitions of soft wood and windows of sawali, bamboo, nipa,
and soft wood, and (4) roof of nipa, cogon, or any other similar material.
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(23) Economy in the use of supplies, materials, and equipment.—Supplies, ma-
terials, and equipment purchased from any public fund shall be used only for
the necessary and actual requirements of the official or employee concerned in
the performance of his official duties. In the case of gasoline and other fuel
supplies and lubricating oil for use of government automobiles, other motor
vehicles, vessels, and watercrafts, a detailed report shall be submitted monthly
to the General Auditing Office by the official or employee responsible for the
operation thereof, showing the official trips made, places visited, distance traveled,
time consumed, list of passengers, quantities of gasoline, fuel supplies and oil

received, quantities on hand, and such other data as may be necessary for the
proper determination of the quantities of supplies actually and necessarily con-
sumed in connection with the performance of official duties. The Auditor
General shall prescribe such supplementary rules and regulations as may be
necessary for the effective enforcement of this provision.

The National Assembly and the Executive Office are exempted from submitting
the report herein required.

(24) Restriction of use of appropriation for "other services."—The appropriation
for "other services" of any department, bureau, or office shall be available only
for minor items of contingent expenses that do not properly fall under any of
the other items of sundry expenses. In no case shall any part of an appropria-
tion for this purpose be used for the hire of laborers' services, or for contracting
the same, in connection with the construction of any project which should be
financed with an appropriation specially authorized therefor.

(25) Restriction in the purchase of automobiles and other vehicles.—No fund of
the National Government, general or special, and no appropriation or allotment
therefrom shall be available, directly or indirectly, for the purchase of any auto-
mobile, auto-jitney, or station wagon, unless specifically authorized in the act
creating the special fund or authorizing the appropriation or allotment, as the
case may be. Neither shall it be lawful for any province, subprovince, city, or
municipality to purchase an automobile, auto-jitney, or station wagon, intended
to be donated to any branch of the National Government, without the prior
approval of the President of the Philippines. Appropriations for such items as
other services, miscellaneous expenses, contributions and gratuities, transporta-
tion equipment, motor vehicles, other equipment, and other general terms shall
not be understood to include the purchase of automobiles, auto-jitneys, and/or
station wagons.

MISCELLANEOUS

(26) Scholarships.—Any appropriation for "scholarships in the United States*
in foreign countries, or in the Philippines" shall be spent in accordance with such
rules as may be prescribed by the President. Such appropriation shall also be
available for the expenses of any officer or employee of the Government who
may be designated by the President to complete his professional or vocational
training or to do further work of investigation or study for the benefit of any
branch of the public service or of any matter of interest to the Commonwealth
Government of the Philippines.

No institution or office receiving financial aid from the National Government
shall send any pensionado abroad unless specifically authorized by the President.

(27) Payment of prior year's obligations.—Outstanding obligations not exceeding
an aggregate of one hundred pesos for each item of expenditure corresponding to
any previous year may be paid from any saving to be made from the corresponding
item of the current appropriation of the bureau or office concerned, upon approval
of the head of department concerned, but without prejudice to the administrative
liability of the officer or employee responsible therefor.

(28) Allotment of aid to specially-organized provinces.—The appropriations for
aid to the specially-organized provinces for expenses of general administration of
the same, shall be allotted by the head of department concerned exercising control
and supervision over the finances of the said specially-organized provinces in

amounts not exceeding the excess of their ordinary operating expenses over their
regular income for the corresponding year.

(29) Minor and emergency repairs on vessels.—Minor and emergency repairs
on vessels away from Manila may be made at the nearest accessible point.

(30) Limitation on the maintenance, repairs, and minor alterations of buildings
to be undertaken by bureau or office concerned.—Whenever any work is to be under-
taken for the maintenance, repairs, and minor alterations of buildings occupied
by a bureau or office of the National Government, the cost of which does not
exceed five hundred pesos for any one project, the bureau or office concerned may
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directly undertake the work without the intervention of the Bureau of Public
Works, after an allotment of the necessary amount has been made by the Secre-
tary of Public Works and Communications from the appropriation for the purpose.

(31) Blankets and mosquito bars for members offield parties.—The item "furniture
and equipment" shall include blankets and mosquito bars for use of members of
parties in the field who are not entitled to per diems.

(32) Additional compensation for overtime service.—Officers and employees of
the National Government, except secretaries and undersecretaries of departments,
chiefs of bureaus and offices, and those occupying positions of similar category,
when working overtime on Saturdays, Sundays, holidays, or during half-day
sessions, and after five o'clock post meridian on regular working days to finish
work that must be completed within a specified time, when authorized by the
President, may be paid from any unexpended balance of the appropriation for
salaries and wages authorized in any annual General Appropriation Act, compen-
sation at rates to be fixed by the heads of departments concerned, with the ap-
proval of the President, which shall not exceed the rate of their regular compensa-
tion. Such additional compensation shall not exceed, for any one month, the
equivalent of the regular compensation, nor shall it exceed, for any one year,
fifty per centum of such regular compensation.

Section sixteen hundred and fifty-six of the Administrative Code shall remain
in force, the provisions herein contained to the contrary notwithstanding.

(33) Accounting and auditing personnel for new bureaus and offices.—Whenever
a new bureau, office, or unit of the National Government is created or established
in accordance with law or regulation, the appropriation or allotment for its

creation or establishment shall be construed as including the amounts necessary
to provide such new bureau, office, or unit with adequate personnel for the work
of accounting and auditing under the Budget Office and the General Auditing
Office, respectively, to be determined by the President.

II

—

Special Provisions

NATIONAL ASSEMBLY

(1) Item for "other services" of the National Assembly.—The item for "other
services" of the National Assembly shall include the funeral expenses of Members
of the National Assembly and all other expenses not specifically provided for in
the appropriations for the same when authorized by resolution.
A part of this item may be spent for subsistence of Members, officers, and clerks

working overtime.
OFFICE OF THE PRESIDENT

(2) Additional compensation for the aide-de-camp of the President.—Any officer

of the United States Army or the Philippine Army detailed as aide-de-camp of
the President shall be paid such additional compensation as the President may
fix within the authorized appropriation.

GENERAL PURPOSES

(3) Expenses for official receptions and entertainments.—The sum set aside under
"special appropriations" for "other expenses" may be used for the expenses of the
President or, with his approval, of any of the members of the cabinet, for official

receptions and entertainments.

DEPARTMENT OF THE INTERIOR

Office of the Commissioner for Mindanao and Sulu

(4) Special scholarships.—The appropriation "for special scholarships" shall
include cases of selected individuals whose professional training or inclination
may, in the opinion of the Secretary of the Interior, specially tend to facilitate a
permanent and complete fusion of the Christian and non-Christian elements
populating the provinces of the Archipelago.

DEPARTMENT OP FINANCE

Division of Purchase and Supply

(5) Division of Purchase and Supply surcharge.—For services rendered and sup-
plies furnished, the Division of Purchase and Supply shall charge the cost thereof,
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plus, in the case of provinces, subprovinces, cities, municipalities, and government
owned or controlled enterprises, a surcharge of not exceeding three per centum.
It shall not impose any surcharge for any service rendered by it to the National
Government.

Bureau of Customs

(6) Subsistence of employees of light stations.—The corresponding head of

department may grant subsistence in kind to employees of light stations whenever
he shall deem it necessary in the interest of the service.

(7) Transportation of wives and children of lightkeepers.—The item for "traveling
expenses of persons other than government employees" shall be available for

covering .the cost of transportation of the wives and children of newly appointed
lightkeepers from their places of residence to their stations.

Bureau of Internal Revenue

(8) Additional compensation for officers and employees proficient in foreign
languages.—Any saving of the appropriations for the Bureau of Internal Revenue
for any year may be used for the payment during the same j^ear of additional
compensation of ten per centum of the regular salary of officers and employees
of the Bureau of Internal Revenue who have demonstrated proficiency in the
examination of books of accounts in a language other than English, Spanish, or
native for internal revenue tax purposes, of merchants engaged in business in

the Philippines. The granting of the said additional compensation shall be made
by the Secretary of Finance upon the recommendation of the Collector of Internal
Revenue.

DEPARTMENT OF JUSTICE

Bureau of Prisons

(9) Various expenses chargeable to "consumption of supplies and materials."—The
item for "consumption of supplies and materials" shall include articles for athletic
sports and entertainment for the prisoners, and tobacco for. the same; clothing
and shoes for members of the Bilibid band, Bilibid boy scouts, and Bilibid trusty
police; clothing and meals for prisoners and families of penal colonists; and meals
of guards rendering not less than twelve hours' service daily.

(10) Use of appropriation for "traveling expenses of persons not governrnent
employees."—The item for "traveling expenses of persons not government em-
ployees" shall include transportation of discharged prisoners. When, in the
judgment of the Secretary of Justice, a prisoner merits consideration, his wife,

family, or fianc6e may be permitted to join him, and the transportation from their
homes to the penal colonies of Iwahig, San Ramon, or Davao may be paid under
this item.
The transportation of free colonists and their families, and the transportation

of families of employees receiving less than seven hundred and twenty pesos per
annum from the colony to their homes and return, may be paid under this head,

'

when, in the judgment of the Secretary of Justice, such free colonists or families
of employees merit such consideration.

(11) Use of appropriation for "contributions and gratuities."—The appropriation
for "contributions and gratuities" shall be used for furnishing each discharged
prisoner with an outfit of clothing costing not more than ten pesos, and a gratuity
not to exceed fifteen pesos on his release; for furnishing clothing and gratuities

to deported prisoners if, in the discretion of the Secretary of Justice, the taking
of such a step is necessary; and for pajanent of gratuities to prisoners or colonists
performing duties of trust, at a rate not to exceed ten pesos per month each.

DEPAHTMENT OF AGRICULTURE AND COMMERCE

(12) Quarters for officers and employees under the Department of Agriculture and
Commerce.—The Secretary of Agriculture and Commerce may authorize the
following officers and employees of bureaus and offices of the department to
lodge free of charge in government buildings controlled by the same: The super-
intendents, officers, and employees of the seed farms, nurseries, experimentation
and propagation stations, stock farms, slaughterhouses, breeding and quarantine
stations, provincial land and forest offices and stations, Alabang laboratories
and experiment stations whose salaries and wages are payable from the appro-
priations provided in any General Appropriation Act or other act. The officers
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and employees herein mentioned shall not be allowed to lodge in rented buildings

without requiring them to reimburse to the Government their corresponding
reasonable share of the rent.

(13) Use of appropriation for contrihutions and gratuities for entertainment

purposes.—The Secretary of Agriculture and Commerce may authorize the ex-

penditure of the appropriations for "contributions and gratuities" for the enter-

tainment of foreign or local scientists and agriculturists visiting propagation
stations, seed farms, nurseries, stock farms, slaughterhouses, breeding and
quarantine stations of the bureaus under the said department.

Bureau of Lands

(14) Unexpended balance of annual appropriations for Bureau of Lands available

for reimbursement of cost of surveys.—Any unexpended balance of the appropriations

made in any annual General Appropriation Act for the Bureau of Lands may be
used for reimbursement of the cost of surveys as required by section 92 (6) of

Act No. 2874.
Weather Bureau

(15) Transportation of family of any employee detailed to a Weather or Meteoro-

logical Station.—The Director of the Weather Bureau, subject to the approval of

the head of department, may pay from the appropriation authorized for "traveling

expenses," for the transportation, both ways, of the family of any employee from
his residence to the weather or meteorological station in or outside of the Philip-

pines, to which he may be detailed.

DEPARTMENT OF PUBLIC WORKS AND COMMUNICATIONS

(16) Limitation of the use of appropriation "for contracting vessels for the coast-

wise trade."—Any appropriation "for contracting vessels for the coastwise trade"

shall be available only for contracting vessels for the coastwise trade of the

Philippines for the purpose of establishing or maintaining the service on such
lines as may be necessary, or of assuring the transportation of government cargo

and passengers on such terms as may be deemed advisable, said contracts not to

extend beyond the thirty-first day of December of the year for which the appro-

priations are authorized, and to be approved by the President, on recommendation
of the Secretary of Public Works and Communications.

Bureau of Public Works

(17) Bureau of Public Works surcharge.—-All expenses of the Bureau of Public

Works for services which can be allocated shall be charged to the projects or

works concerned: Provided, That when the services of the Bureau of Public

Works in connection with any project pertaining to any provincial, city, or

municipal government or government owned or controlled enterprises are purely

administrative or supervisory, the charges for said services shall not exceed three

per centum of the total cost of the project.

The Bureau of Public Works shall not impose a,ny surcharge for any work
undertaken by it for any branch of the National Government, nor for any project

at least fifty per centum of the appropriation for which comes from the National

Government.
(18) Supervision of the Bureau of Public Works over all national and provincial

public works projects.—All national and provincial public works projects shall be

carried on under the supervision of the Bureau of Public Works, unless otherwise

directed by the Secretary of Public Works and Communications.
The compensation of employees used temporarily on any special project shall

be paid only from the funds of such project.

(19) Operation of a Central Garage.—With the exception of ambulances, mail

delivery trucks, and motorcycles, all motor transportation equipment owned by
the different departments, bureaus, offices, and dependencies of the National

Government in the City of Manila, together with their corresponding personnel,

other equipment, accessories, spare parts, supplies, materials, and appropriations,

shall, beginning January first, Nineteen hundred and thirty-eight, be transferred

to, and kept in, a Central Garage, to be operated and maintained under the

control and management of the Bureau of Public Works, under such rules and
regulations as the Secretary of Public Works and Communications may prescribe.
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Upon the request of the chief of any bureau or office or his authorized representa-
tive, the Central Garage shall furnish motor transportation for official business to
any officer or employee of the National Government in the City of Manila,
charging the cost of such service against the corresponding bureau or office, at
rates to be fixed by the Secretary of Public Works and Communications. The
appropriations and assets to be transferred to the Central Garage in conformity
with the provision of the preceding paragraph, together with such additional
appropriation as may be authorized for the operation and maintenance of the
same, shall constitute a revolving fund to be used exclusively for the purpose.
All the income derived from the operation of the Central Garage shall accrue to
the said revolving fund and shall be used only for the same purpose. The revolv-
ing fund herein created may be spent for necessary replacement of worn-out or
unserviceable equipment, and/or acquisition of additional equipment, including
automobiles, auto-jitneys, and station wagons.

Except in cases of emergency, or when the Central Garage is unable to supply
the demand for motor transportation, no officer or employee of the National Gov-
ernment shall use for official business in the City of Manila motor vehicle trans-
portation facilities other than those operated by the Central Garage.
The provisions of this subsection shall not apply to the National Assembly.
When the interest of the service requires, the President may exempt any

bureau, office, or officer from the application of the provisions of this subsection.

(20) Allotment of appropriations for maintenance and repair of public buildings,

etc.—Whenever not otherwise specifically provided, appropriations which may be
authorized for the maintenance and repair of public buildings, monuments and
adjacent grounds, roads, trails, and bridges; cable and telegraphic lines and radio
stations; and for investigation of applications for the use of water, for adjudi-
cation of water rights, for gaging streams, and for maintenance and operation
of any irrigation system shall be allotted by the Secretary of Public Works and
Communications.

(21) Charging of traveling expenses of district engineers.—The traveling expenses
of district engineers assigned to provinces shall be paid from the funds available
for authorized works within the province.

(22) Telephone installations for bureaus and offices.—Bureaus and offices of the
National Government may directly deal with a telephone company for the
installation, transfer, or removal of telephones In their respective offices, without
the intervention of the Bureau of Public Works.

Bureau of Posts

(23) Quarters and light for operator and engineman assigned to radio stations.—
Any operator or engineman of the Bureau of Posts assigned to any radio station
occupying a government owned building shall be entitled to quarters and light.

DEPARTMENT OF PUBLIC INSTEtJCTION

Bureau of Education

(24) Subsistence and quarters for teachers assigned to special school or dormitory
duty.—The Secretary of Public Instruction may allow quarters in kind to teachers
assigned to dormitory duty, and also subsistence equal to that furnished to students
at such dormitories. He may, likewise, authorize teachers assigned to farm or
agricultural schools under the jurisdiction of the Bureau of Education to lodge free
of charge in buildings owned by the national, provincial, or municipal govern-
ments under the control of the Department of Public Instruction in the localities

where the farm or agricultural schools are situated. In the case of buildings not
under the control of the Department of Public Instruction, the authority herein
conferred upon the head of this department shall be exercised only after securing
the consent of the head of department having control thereof.

(25) Honoraria for teachers giving instruction during vacation periods.—Teachers
designated to give instruction in the annual vacation assemblies, and in the arts
and trades, agricultural, and commercial schools during the vacation period, may
be paid honoraria at rates not exceeding three-fourths of their respective monthly
salaries, provided there is appropriation available therefor.

(26) Collection of tuition fees in annual teachers' vacation assemblies.—When the
authorized appropriation for the payment of honoraria to teachers giving instruc-
tion in the annual vacation assemblies is not sufficient to secure the needed per-
sonnel, the Director of Education, with the approval of the Secretary of Public
Instruction, may charge such tuition fees for admission into said assemblies as are
necessary to cover the deficiency.

120403—39 10
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(27) Use of 'proceeds of matriculation fees.—Whatever amount is derived from
matriculation fees in provinces, cities, and municipalities shall accrue to the school
funds of the province, city, or municipality concerned and shall be appropriated
by the respective provincial, city, or municipal board or council primarily for the
purchase of library books and periodicals and for athletic purposes. Any amount
not needed for the said purposes may be used to meet other school needs.

(28) Subsistence for students at the School for the Deaf and the Blind, the Central
Luzon Agricultiiral School, and the Philippine Nautical School.—In the discretion
of the Secretary of Public Instruction, subsistence in kind while in attendance at
the school may be furnished to the pupils of the School for the Deaf and the Blind
and the Central Luzon Agricultural School, and to students of the Philippine
Nautical School detailed to complete their studies in the practice of navigation
on vessels owned by the National Government, payment to be effected from the
funds provided by the current appropriation for consumption of supplies and
materials for the Department of Public Instruction. In lieu of such subsistence,
the students attending the Central Luzon Agricultural School may be granted, in
the discretion of the Secretary of Public Instruction, the use of animals, equip-
ment, and land not exceeding one and one-half hectares.

Bureau of Health

(29) Reimbursement by provinces of one-half of the salaries of district health offi-
cers.—The amounts paid by provinces for the reimbursement of one-half of the
salaries of district health officers in accordance with Act Numbered Thirty-two
hundred and ninety-seven shall accrue to the unappropriated surplus of the gen-
eral fund in the Philippine Treasury.

(30) Payment of traveling expenses of local health officers and employees.—In case
of emergency and upon approval of the Secretary of Public Instruction, any part
of the item for "traveling expenses of personnel" which may be allotted for use
of the Bureau of Health shall be available for traveling expenses of local health
officers and employees.

(31) Expenses chargeable to appropriation for "consumption of supplies and ma-
terials."—The item for "consumption of supplies and materials" for the Bureau
of Health shall include first uniform for newly appointed sanitary inspectors; uni-
forms for minor em.ployees of hospitals and the Culion Leper Colony; and aid to
poor provinces in the form of medicines for the treatment of j^aws and extract of
tiki-tiki for the treatment of beri-beri. The cost of anti-toxins, sera, vaccines,
and tiki-tiki which the Bureau of Health shall obtain from the University of the
Philippines shall be charged against this item.

In any case in which the College of Pharmacy and the School of Hygiene and
Public Health of the University of the Philippines are unable to supply the de-
mand of the Bureau of Health for tiki-tiki, anti-toxins, vaccines, sera, and other
biological products, the Bureau of Health may purchase the deficiency in the open
market.

(32) Expenses chargeable to appropriation for "other services."—The part of the
appropriation for "other services" of the Department of Public Instruction,
which may be allotted for use of the Bureau of Health, shall include expenses of

the Bureau of Health for educational exhibits; occasional health campaigns;
participation in expositions and fairs; practical training school for sanitary in-

spectors; and payment of not exceeding five centavos (P0.05) for each mouse or
rat presented to the Bureau of Health by any person, not an employee of said
Bureau, caught in connection with the campaign for the extermination of mice
and rats in the City of Manila.

(33) Sale of medical and sanitary supplies and other supplies and materials.—
The Director of Health, whenever, in his opinion, the public good requires it,

may sell medical and sanitary supplies at cost price, and may likewise sell to
government employees supplies and materials not obtainable at the place where
such employees are stationed.

(34) Subsistence and quarters for persons confined in communicable disease camps
and employees in the Cidion Leper Colony.—The Director of Health is hereby
authorized to furnish subsistence and quarters to persons confined in communi-
cable disease camps or hospitals, and to grant subsistence and quarters to em-
ployees on duty in the Culion Leper Colony.

(35) Purchase of anti-toxins, tiki-tiki, vaccines, sera, etc.—Whenever, the portion
•of the appropriation of the Department of Public Instruction for "consumption
of supplies and materials" provided for the purchase of tiki-tiki, anti-toxins,

vaccines, sera, and other biological products becomes insufficient, the Secretary
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of Public Instruction maj^ authorize the use of any savings from the different
items of appropriations of the Department of PubHc Instruction and the bureaus
and offices under it for the purpose.

(36) Use of savings to control and eradicate epidemics.—Upon certification to
the President by the Secretary of PubUc Instruction that an epidemic of a
dangerous and contagious disease exists in any part of the Philippines and the
appropriations at the disposal of his department are insufficient to control and
eradicate the epidemic, the President may authorize the use of any savings from
the appropriations of any other executive department, not only for the purchase
of tiki-tiki, anti-toxins, vaccines, sera, and other biological products, but also for
other expenses necessary to control and eradicate the epidemic.

Bureau of Public Welfare

(37) Subsistence, clothing, and articles of instruction for orphans.—The item for
"consumption of supplies and materials" may be used for subsistence and cloth-
ing of the orphans committed to the institutions under the Bureau of Public
Welfare and shall include materials and other necessary articles of instruction.

(38) Quarters allowance for employees under the Bureau of Public Welfare.—
Officers and employees detailed for duty requiring residence in an institution
under the supervision of the Director of Public Welfare shall be furnished with
quarters in kind.

Philippine General Hospital

(39) Purchase of uniforms.—The appropriation for "consumption of supplies
and materials," of the Department of Public Instruction which may be allotted
for use of the Philippine General Hospital shall be available for the purchase of
uniforms or the materials necessary for the same, to be worn by the employees
of the hospital who are required to use such uniforms while on duty, and by the
patients in the same.

(40) Retention of monthly allowance of student nurse.—The Superintendent of
the Philippine General Hospital may order the retention of the monthly allowance
granted to each student of the School of Nursing and the withholding of its pay-
ment until the conditions of the contract signed at the time of his or her admission
to the school shall have been complied with.

(41) Share in fees collected from services of physicians.-—The resident physicians
of the Philippine General Hospital designated by the Superintendent of the
hospital to attend to pay patients and whose fees for medical services collected by
the hospital amount to a sum in excess of the salary, subsistence, and laundry
allowances assigned to them by law, may, upon recommendation of the Super-
intendent of the hospital, approved by the department head, in addition to their
salary, subsistence, and laundry allowances, be paid twenty per centum of the
amount of such fees collected in excess of the said salary, subsistence, and laundry
allowances.

Bureau of Quarantine Service

(42) Use of unexpended balance of appropriation for salaries and wages for addi-
tional personnel.—Amj unexpended balance of the appropriation for "salaries and
wages" of the Bureau of Quarantine Service may be used, in the discretion of the
Secretary of Public Instruction, for the hire of temporary employees, assistant
disinfectors, and laborers assisting the regular force in disinfection work or in
handling supplies, necessitated by the presence of quarantinable diseases; for the
payment of fees, not to exceed twenty pesos per vessel, to qualified physicians for
quarantine inspection of vessels at ports of entry where no officer of the United
States Public Health Service is available; and for wages of persons employed for
the maintenance of the grounds and equipment of the quarantine stations.

UNIVERSITY OP THE PHILIPPINES

(43) Financial report of the University of the Philippines.—The Board of Regents
of the University of the Philippines- shall render, through the President, to the
National Assembly a detailed account of the disbursement of the funds appro-
priated as aid to the said university, as well as of the receipts accruing to same,
with such additional data and information as it may deem necessary. Such report
shall be submitted not later than thirty days after the close of the fiscal year to
which it pertains.

Sec. 8. Repealing clause.—All provisions of Act Numbered Twenty-nine
hundred and thirty-five and other general appropriation acts which were declared
permanent legislation are repeal 3d.
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Sec. 9. Effective date.—This Act shall take effect on January first, nineteen
hundred and thirty-eight.

Approved, December 17, 1937.

APPENDIX V. Philippine Overseas Trade and Production ^

FOREIGN TRADE 2

Total Philippine overseas trade, excluding exports of gold (i. e. of gold bullion,

gold ore, copper concentrates with gold, and matte), amounted to f*'o20, 583,990
in 1937, an increase of 9.6 percent over the 1936 figure of !P475, 148,455, and was
the highest on record since 1929. The increase over the previous year was due to
an increase of 7.8 percent in the value of iinports and 10.8 percent in the value of
exports. Imports totaled F218,051,490, which is below the figure for 1930 but
exceeds that for any subsequent year. Exports, not including gold, totaled
F302,532,500, the largest on record since 1929.

The visible balance of merchandise trade, not including gold, reached an all-

time record of F84,481,010 in favor of the Philippines in 1937. If gold were
included, being exported as a Philippine product rather than as treasure, the
balance would amount to T134,839,619,^ gold exports being estimated at P50,358,-
609.* The corresponding gold inclusive balance for 1936 would he T107,303,823.^

The value of imports and exports, excluding gold, and the visible balance of
merchandise trade in the past 6 years have been as follows:

1932.
1933.
1934.

Imports

P158, 790, 170
134, 722, 926

167, 214, 221

Exports

ri90, 676, 161

211, 542, 105
220, 807, 271

Balance

P31, 885, 991

76, 819, 179

53, 593, 050

1935..
1936..
1937..

Imports

P171,047,699
202, 252, 349
218, 051, 490

Exports

P188, 491, 360
272, 896, 106

302, 532, 500

Balance

PI 7, 443, 661

70, 643, 757
84, 481, 010

The favorable balance of commodity trade has been due, every year since 1921,
to a large favorable balance with the United States, which more than offsets the
unfavorable balance with the rest of the world. Trade with oriental countries
has always been favorable, while there is usually a moderate favorable balance
with Europe. This was again the case in 1937, when trade with the United States
showed a favorable balance of F114,881,911, plus Fl, 143,630 with American Ter-
ritories. Trade with oriental countries resulted in an adverse balance of P32,129,-
074, of which F12,174,193 was due to trade with Japan. With Europe there was
a favorable balance of P988,768, with Canada an adverse balance of P2, 202, 188,
and with all "other countries", including Africa and South America, a favorable
balance of PI,797,963. The resultant adverse balance in trade with the rest of

the world was 5*31,544,531, leaving the Philippines with a favorable balance of

P^84,481,010. In 1936 the favorable balance of trade with the United States was
P92,056,129, plus P316,282 with American Territories, and the negative balance
with the rest of the world was F2 1,728,654, leaving a net balance in favor of the
Philippines of F70,643,757. The adverse balance with Japan increased from
P9,742,258 in 1936 to ^12,174,193 in 1937, imports from that country being
F5, 675,484 greater than in 1936, while exports to Japan increased by only F3,243,-
549, due to reduced exports in the last quarter.

Exports to the continental United States, not including gold, totaled F241,485,-
983, compared with P215,050,654 in 1936, or an increase of 12 percent. They
made up 79.82 percent of total exports, against 78.80 percent in 1936. The increase

was mainly due to the increased proportion of the copra crop, shipped to the United
States, and to increased volume and higher prices of various Philippine products.
The value of sugar exports was somewhat reduced, due to lower average price.

' Pp. 7 to 59 of Philippine Economic Conditions, Annual Report for 1937, Office of the American Trade
Commissioner, Manila. Also listed as Special Report No. 38/24, January 27, 1938. Slight revisions made at

suggestion of the Trade Commissioner are noted in the text in italics or in footnotes.
2 The term "overseas trade" is used in the High Commissioner's office as the bulk of the external trade

of the Philippines is with the United States and is not technically with a foreign-trade area.
3 Original read, "P135,000,000."
< Original read, "about P51,000,000."
« A sentence in the original, referring to coconut-oil tax funds, as an item in the balance of payments 1934

to 1930, is omitted due to confusion of collections of the tax in the United States with actual transfers of
money.
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Exports to Japan, the second largest customer, totaled P20,029,821, an increase

of 19 percent over the 1936 figure of P16,786,272, and made up 6.62 percent of

total exports, compared with 6.15 percent in 1936. Exports of logs increased
heavily, and iron and other ores more moderately, in spite of the sudden drop
in the last quarter of the year. Hemp shipments were slightly under the previous
year, but leaf-tobacco shipments were substantially greater.

Exports to other oriental countries totaled F7,844,178 in 1937, compared with
P5, 930,530 in 1936, an increase of 32 percent. All the countries shared in the
increase with the exception of China, which showed a slight reduction. There
was a heavy increase in exports to Hong Kong, but this is believed to have
included a considerable proportion of reexports.

Exports to Europe declined about 12 percent, the 1937 figure amounting to
P26,665,446, compared with P30, 109,051 in 1936. They made up only 8.82
percent of total exports in 1937, compared with 11.03 percent the previous year.

The decline was due mainly to lower purchases of copra and copra cake. There
was a considerable increase in exports to Great Britain, which were 50 percent
greater than in the previous year, due to higher hemp prices. The moderate
increases in exports to Belgium, Denmark, Sweden, and "other European" coun-
tries were more than counterbalanced by substantial declines in exports to the
copra-importing countries, notably France and the Netherlands. There were
also moderate declines in exports to Germany and Italy.

There was a slight decline in exports to Canada, but exports to "other coun-
tries", including South America and Africa, increased moderately, due largely to
increased shipments of abaca and lumber. The aggregate export trade of the
Philippines, not including the United States, increased slightly in 1937, totaling

P59, 193,903, and made up 19.57 percent of the total exports, compared with
P56,819,986 and 20.82 percent in 1936.
The value of imports from the continental United States increased only mod-

erately, amounting to F126,604,072 in 1937, compared with P122,994,525 in

1936, or an increase of only 3 percent. Notwithstanding this increase, the
United States supplied only 58.06 percent of total Philippine imports, compared
with 60.81 percent in 1936. The principal increases in imports from the United
States were in cotton goods, machinery, electrical machinery, paper, automobiles
and trucks, and leather.

Imports from Japan, the second largest supplier, totaled ^^32,204,014 in 1937,
compared with F26,528,530 in the previous year, or an increase of 21.4 percent.
Her share of the total Philippine import trade increased from 13.12 percent in

1936 to 14.77 percent in 1937. The increase was apparently due chiefly to heavier
imports of cotton cloth and sardines.

Imports from other oriental countries totaled P27,799,059 in 1937, compared
with F24, 877,850 in 1936, an increase of 12 percent. With the exception of the
French East Indies and Japanese-China, all oriental countries contributed to
the increase.

Imports from Europe increased by 8.6 percent, the figure for 1937 being
P25,676,678, compared with P23,638,065 in 1936. The share of total imports,
however, was practically the same, being 11.77 and 11.69 percent, respectively.
The increase was due mainly to imports of iron and steel goods from Belgium
and Germany. Imports from Belgium, Germany, Great Britain, Italy, Sweden,
Switzerland, and "Other European" countries increased moderatelj^ while from
Denmark, France, the Netherlands, and Spain, they were slightly lower.

Imports from Canada showed a 38 percent increase in 1937 over the previous
year, due mainly to heavier importations of newsprint, fertilizers, and other
products. Imports from "Other countries," including South America and Africa,

showed a 58 percent increase over 1936. Total Philippine import trade with all

countries of the world, excepting the United States and its territories, amounted
to P90,738,434, and made up 41.61 percent of total imports, compared with
^78,548,640 and 38.84 percent, respectively, in 1936.

Philippine exports totaled ^302,532,500 in 1937, a 10.8 percent increase over
the F272,896,106 in 1936. The increase was mainly due to better prices obtained
for abaca, copra, and copra cake and meal and greater volume and better prices
for desiccated coconut, coconut oil, canned pineapple, base metal ores, and lum-
ber and timber. There was also an increase in the value of exports of cordage,
pearl buttons, and cigars. The value of sugar exports was reduced due to lower
average price. Other export items showing moderate decreases in value are
embroideries, hats, molasses and sirup, and leaf tobacco.

Philippine imports totaled ?218,051,490 in 1937, an increase of 7.8 percent
over the figure of P^202,252,349 in 1936. The heaviest increases were in cotton
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cloth, other cotton manufactures, machinery and parts, iron and steel goods, and
unprinted paper, with moderate increases in wheat flour, automobiles and trucks,
chemicals and drugs, rayon and manufactures, electrical machinery and appUances,
leathergoods, and several other items. Customs figures show moderate decreases
in rice, automobile tires, silk goods, fertilizers, fruits and nuts, meat and dairy
products, mineral oils, and a few other items. In the case of tires and dairy
products, however, it seems probable that there were actually increases. Im-
ports of fruits from the United States appear to have increased in value, but
there may have been a decline in peanut imports from China.

Principal Philippine imports—1929, 1936, and 1937

[Values in pesos: PI equals U. S. $0.50]

1936 1937

Wheat flour
Rice --

Other breadstufls
Automobiles and trucks ....

Automobile parts
Other cars and parts
Automobile tires

Other rubber goods.
Chemicals, drugs, etc
Coal
Cocoa and manufactures
Coffee
Cotton cloth
Other cotton
Silk and manufactures
Rayon and manufactures
Electrical machinery and apparatus
Explosives
Fertilizers

Vegetable fibers and manufactures..
Fish and products
Fruits and nuts
Glass and glassware
Machinery and parts
Iron and steel goods
Leather and products
Meat products
Dairy products
Mineral oils

Other oil':

Paints, pigments, and varnishes
Printed matter
Unprinted paper
Perfuirery and toilet preparations.

.

Tobacco products
Vegetables
Wines and liquors
Wool and manufacture?
All others

Total imports...

10, 120, 155
11,620,026
2, 941, 539

9, 722, 830
2, 264, 846
2, 737, 890
3, 283, 785
2, 193, 219

5, 088, 845
5, 138, 556
1, 507, 253

2, 045, 697
37, 743, 012
16, 210, 822
5, 943, 368

3, 385, 074
7, 460, 050

608, 675

5, 763, 248

6, 468, 642
4, 673, 920
3. 404, 801
1, 927, 013

17, 885, 276

25, 660, 099
3, 613, 946
6,123.271
7, 663, 922

19, 568, 967
1, 614, 704

1, 987, 406
2, 913, 528

5, 540, 719

1, 787, 671

6, 541, 455
4, 326, 640

1, 625, 251

1, 899, 564

33, 314, 864

7, 900, 519
5, 874, 635

1, 266, 905
6, 614, 261

1, 929, 626
1, 474, 139

2, 864, 250
1, 604, 970
5, 576, 887
2, 082, 920

923, 865
1, 302, 200

18, 609, 388
11, 925, 869
3 1, 260, 163
» 4, 504, 246

5, 830, 861

1, 776, 181

4, 271, 720

3, 881, 983
3, 058, 815
2, 834, 001
1,506,684
11,718,381
20, 080, 128

2, 518, 656
2, 887, 070
8, 137, 284
14,325,501
1, 050, 657
1, 778, 860
1, 910, 988
4, 531, 659

1, 499, 133
7. 130, 860

3, 382, 919
1, 273, 554
1,085,112

20, 066, 499

294, 320, 549 202, 252, 349

8,204,725
4, 863, 344
1, 437, 258
7, 150, 297
2, 070, 470
1,813,826

> 2, 757, 262
2 1, 684, 912

5, 702, 083
1, 566, 798

1, 266, 652

1, 358, 545

21, 357, 095
33,551,284
< 1, 688, 950
4, 506, 751
6, 854, 637
1, 908. 306
3. 504, 361
4, 144, 788
3, 559, 057
2,391,818
2, 050, 014

15, 192, 096
23, 297, 735
8 2, 986, 410

2, 642, 923
7, 438, 745

12, 559, 820
1, 357, 709
1, 861, 865

1, 882, 103

5, 739, 095
1, 695. 262
7, 340, 246

3, 502. 957
1,419,831

996, 116
' 22, 745, 344

218, 051, 490

1 Original read "2,757,312.^
2 Original read "1,684,862.'

' Original read "2,484,567.'
< Original read "1,683,950."

5 Original read "3,279,842."
« Original read "2,986,690."
' Original read "22,750,064."
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Principal Philippine exports—1929, 1936, and 1937

[Values in pesos: PI equals U.S. $0.50]

1937

Abaca
Maguey
Other hard fibers

Cordage
Embroideries
Cutch
Copra
Copra cake and meal
Desiccated coconut
Coconut oil

Edible oil

Fruits and nuts
Gums and resins

Hats
Chrome ore
Copper ore
Iron ore
Lard and butter substitutes
Sugar
Molasses and sirup
Pearl buttons
Leaf tobacco
Cigars
All other tobacco
Timber
Lumber
Reexports, foreign merchandise.
All others

Total exports.

100
12.5

530
544
065
377
641

573
247

188,

770,

,097,

158, 873
106,488,298

,274
,795
,870
,297
,721

34, 177, 197

2,116,407
1, 497, 544

2, 317, 739

8, 549, 110

646, 071

29, 999, 568

3, 659, 079
8, 794, 125

27, 577, 767
165, 751

3 1, 281, 217

673, 599

1, 170, 578
307,518

1,704
2, 868, 427

1, 572, 696
123, 874, 644

504, 057
437, 021

4, 532, 606

5, 492, 653

464, 307
2, 612, 871

3, 586, 3C9
1, 770, 762

« 2, 238. 719

328, 993, 685 272, 896, 106

43, 279, 373
2, 174, 213

1 1, 680, 804
2, 872, 921

2 7, 399, 002
695, 778

31, 969, 399
5, 800, 358

12, 693, 263

40, 926. 802
124, 271

3, 732. 324
i 750, 321

933, 190
1, 542, 100

656, 451

2, 652, 078
1, 523. 689

115,412,387
552, 856
549, 020

2, 485, 753
6, 144, 719
1, 335, 744

3, 926. 421
3, 959; 803
2, 438, 092

« 4, 335, 368

302, 532, 500

Original read, "1,679,044."
2 Original read, "7,386,375."
3 Original road, "1,181,217."

Note.—The above export statistics do not include gold.

* Original read, "750,326."
5 Original read, "2,338,719."
9 Original read, "4,335,750."

The insular collector of customs gave gold exports for 1936 and 1937 in hia
annual report for 1937 « as follows:
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Philippine foreign trade, by countries, 1929

[Values in pesos: PI equals U. S. $0.50]
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Philippine foreign trade, by countries, 1936

[Values in pesos: PI equals U. S. $0.50]
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Philippine foreign trade, by countries, 1937

[Values in pesos: Tl equals U. S. $0.60]
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Actual production in tlie 1936-37 season was close to 1,140,000 short tons, com-
mercial weight, or about 16 percent over the 982,000 tons produced the previous
year. Actual revenue was apparently lower, however, due to lower prices and to
the fact that the reserve brought in no revenue, whereas in 1935-36 practically

the entite crop was sold, plus about 75,000 tons of the reserve from the previous
year.
The annual tonnage exported is constant at 952,000 tons, except for slight

variations due to shipments toward the end of one year for entry into the United
States at the beginning of the next, but the average price received for export
sugar Vi'as apparently not much over ^7.80 per picul in 1937, against better than
¥"8.35 in 1936. The total value of exports, according to the Bureau of Customs,
was P115,412,387 in tlie calendar year 1937, which compares with P123,874,644
in 1936. In addition, benefit payments, equivalent to exports, totaled ?5, 788, 198
in 1936, with none in 1937.

Total volume of exports in the crop year ended October 31, 1937, was 857,827
long tons, according to the Philippine Sugar Administration, including 3,654 tons
to countries other than the United States. In the previous crop year exports
totaled 846,999 long tons, of which all but 764 long tons v/ent to the United States.

Refined sugar made up 46,032 long tons of the 1936-37 total and 44,885 long tons
in 1935-36.

In the absence of a domestic market for reserve sugar, a few holders found it

profitable to sell for export, and some 10,000 tons were sold to Hong Kong buyers
at a price reported to have been P3.80 per picul ex-godown Manila. Of this,

3,654 tons were shipped. It then became clear, however, that abnormal exports
were in violation of the protocol conditions of the London Sugar Agreement,
which had not previously been fully understood in the absence of the text, and
shipments were discontinued.

Consumption of domestic sugar was apparently somewhat greater in 1937 than
in 1936. The quota was 90,985 tons, against 70,000 tons the previous year. The
carry-over at the end of the year was estimated at 18,000 tons, in mill bodegas,
against about 4,000 tons at the end of 1936. There is no information regarding
stocks at the beginning of 1936. Omitting from consideration the possibility that
there may have been bootlegging of illegally milled sugar by some mills, it would
appear that sales bj^ mills totaled about 77,000 tons in 1937, against around 70,000
tons in 1936. The average price, however, was under F5 per picul during the
last 6 months of 1937 and averaged no better than P5.50 for the year, whereas
in 1936 the domestic price was steady throughout the year at T8 to ?'8.20.

Overmilling and bootlegging may account for additional sales of a few thousand
tons in 1937. On the other hand, it is believed that sales by mills substantially
exceeded consumption and that stocks in the hands of dealers were above normal
at the end of the year. There is no way of determiaing this accurately, but
unusuall}^ large purchases by several dealers, following a severe decline in the
domestic price, appear to have been for speculative holding, particularly in view
of the extraordinarily large purchases by certain dealers.

Export sugar quotations were weak throughout the first 5 months of the year,
falling steadily from F8.75 per picul at the beginning to F7.20 at the end of May,
due to uncertainty regarding American sugar legislation. There was an upward
reaction in June, foUovvang the long decline, and prices were fairly steady in the
neighborhood of F7.60-?^7.75 from the end of June to the 1st of September.
The enaction of sugar legislation in the United States encouraged expectations of
higher American prices as September opened, but this was offset by an increase
in quotas and the Manila export price fell to P7. This was a nominal quotation,
practically all the 1937 quota sugar having been sold. New-crop sugar appeared
on the market in November, bringing P7.15-F7.20.

Domestic quota prices were weak throughout the year, falling steadily from
P7.50 in January to F4.60 in October, with buyers generally interested only in
sugar for prompt delivery to cover immediate requirements. The Philippine
Sugar Association, representing the mills, contends that the unsatisfactory price
trend has been due to an excessive domestic quota. Planters' associations, on
the other hand, maintain that it is due mainly to the margin between wholesale
and retail prices, and that if the benefit of the lower wholesale prices were passed
on to the consumer, the use of sugar would increase. A plan for a government
selling agency, presumably somewhat along the lines of the National Rice &
Corn Corporation, has many advocates and is being studied. Efforts to increase
the domestic consumption of sugar have been only moderately successful in the
past and it is doubtful if it can be increased very rapidly, even with low
retail prices.
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The American Sugar Act, approved at the beginning of September, provided
for an excise tax of $0.00465 per pound on the basis of 92° sugar. The American
Congress is authorized to appropriate an amount equal to the amount of taxes
collected on Philippine sugar, for transfer to the Philippine government to finance
a program of economic adjustment, on such terms and conditions as the President
of the United States may prescribe. It is also privided that the Philippine
Sugar Administration shall administer export as well as domestic quotas. All
allotment records were accordingly turned over by the High Commissioner's
office to the Philippine Sugar Administration, which opened an office in the
Philippine National Bank Building under Sugar Administrator Rafael Alunan,
assisted by experts from the High Commissioner's sugar office.

For 1938 the duty-free export quota will, as usual, be 952,000 short tons, com-
mercial weight. The Philippines has been granted a quota of 1,057,000 short
tons, raw value by the American Department of Agriculture, but it is not be-
lieved that any will be used beyond the duty-free quota, despite the large crop.
The domestic quota is 92,928 tons and the reserve 57,377 tons. A total of

1,102,000 tons will thus be allotted in 1937-38, or about 3 percent under the
production for the previous year. The revenue crop (export and domestic
quotas) will be about the same in volume for the 2 years, but price prospects for
1938 do not appear particularly good and the average price may very likely be
lower than the average for 1937.

With the reserve amounting to about 109,000 tons, or slightly in excess of 10
percent of the sum of the effective export and domestic quotas, and with an esti-

mated carry-over of about 18,000 tons of domestic quota sugar at the end of

1937, it was feared that there might be a serious excess of stocks if milling of

reserve was permitted, possibly increasing the difficulties of administration and
the likelihood of bootlegging. An order was accordingly issued in October pro-
hibiting milling of reserve from the 1937-38 crop until further notice. It was
decided about the end of the year, however, to rescind that order and permit
milling of reserve. Severe tyijhoons in November caused some damage in cer-

tain areas, with the result that 22 mills are estimated to be 22,137 tons short of

their total quotas, including reserve. Seventeen mills are estimated to have a
surplus of 25,000 tons. Three mills will be 7,231 tons short of filling their export
quotas; 14 mills, 9,588 tons short of their domestic quotas; and 21 mills, 15,318
tons short of their reserve. Mills short of cane for reserve sugar are quite un-
likely to find any sale for their reserve quotas, so the maximum addition to the
reserve will be about 42,000 tons instead of the 57,000 tons allotted. Shortages
of export and domestic quotas may be met by transfer of quotas from reserve.

The net increase in the reserve will be further diminished, to the extent the latter
method is used, by a maximum of 16,819 tons.
The contract freight rate for sugar shipments to the Atlantic coast of the

United States w"as set at $8 per ton for the year beginning October 1, 1936.
Shortage of ships made it impossible to maintain that rate, however, and most of

the 1937 exports went at $10 to $12 a ton. No fixed contract rate has been made
for 1937-38, but members of the Associated Steamship Lines have agreed on a
minimum rate of $10 per metric ton. It is expected that most of the sugar will

be shipped at around $11.
Molasses and alcohol production were substantially increased in 1937, due to

the increased grinding of cane. There was a total of 86,571,106 proof liters of

alcohol produced in 1937, which compares with 68,943,017 proof liters in 1936.
A part of this was sold as distilled spirits or beverage alcohol, as follows (in proof
liters)

:

Removed for export
Removed for domestic consumption
Sold to the U. S. Army and Navy _..

The balance was sol'' as denatured p.leohol, as follows
Removed locully for industrial purposes.
Removed locally for motive-power purposes

1936

1, 135, 566

5, 425, 061

70, 105

4, 003, 675

58, 086, 797

872, 812

6, 957, 564
64, 342

4,737,471
77, 573, 394

COCONUT PRODUCTS

Coconut products, as usual, made up the second biggest export group, a posi-

tion held for the past 10 years. Exports of copra declined materially in volume,
while coconut oil and cake and meal exports were about the same as in 1936 and
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only desiccated coconut showed an increase. The value of exports of coconut

products was nevertheless SSYs percent greater than in 1936. Volume and valua

in the 2 years are estimated as follows:

1936

M tons Pesos

1937

M tons Pesos

Copra.
Coconut oil

Copra cake and meal-
Desiccated coconut...

281, 370

158, 802
110,511
36, 064

28,981,110
27, 598, 200
3, 735, 272
8, 958, 592

236, 024
163, 868
109, 640
41, 885

Total. 69, 273, 174

32, 123, 044
41,734,286
5, 520, 344

13, 091, 537

92, 469, 211

Domestic factories using coconut oil in the manufacture of soap, vegetable lard,

and margarine, for domestic consumption and for exportation, were active during
the year. They are estimated to have used about 38,650 tons of oil, a 12-percent
increase over the 34,530 tons estimated to have been used in 1936.

Prices of copra and coconut oil fluctuated widely, falling sharply in the second
quarter and more gradually in the last half of the year, after strength in the first

quarter. The average price of copra exported was apparently about 30 percent
better than in 1936, presumably due to a good volume of contracts made in the
first half of the year. The average price in 1938 is expected to be substantially

lower.
Total copra production for the islands is estimated at 656,435 tons for 1937, a

substantial increase over the 614,812 tons estimated for 1936. With exports
reduced and consumption by domestic mills increased only relatively moderately,
copra stocks in the islands are estimated to have increased by 36,300 tons during
the year.

Copra.—The trend of copra production, exports, and prices in 1937 was exactly

the reverse of the 1936 trend. In the earlier yenr, production was heavy in the
first half and increased less than seasonally in the last half; exports were heavy in

the first half-year and preponderantly to Europe, while in the second half they
were lighter and mainly to the United States; prices were easy in the first half and
very strong in the second half-year. In 1937, on the contrary, production was
light in the first half but very good in the last 6 months; exports were extremely
small in the first half-year and entirely to the United States, whiJe in the last half

they were larger and were beginning to be diverted to Europe; prices, starting the
year at record levels for recent years, slid off rapidly after the first quarter and
were lower at the end of the year than at the beginning of 1936 (but about the
same as at midyear, 1936). It is natural that prices should have been best
during the period when American buyers were outbidding Europe and easy when
European buyers were able to become a factor in the market.

Copra production was rather light in the first 5 months of 1937, but improved
in June. Arrivals at Manila and Cebu, the two principal manufacturing and
exporting centers, amounted to 3,243,646 sacks in the first 6 months, a considera-
ble reduction from the 3,736,000 sacks in the same period of 1936, but somewhat
better than average for recent years. Judging from exports of copra and oil,

production of copra declined somewhat more than arrivals, with an unusually
large proportion of the crop shipped to Manila and Cebu. Taking everything
into consideration, production appears to have been about 22 percent lower in the
first half of 1937 than in the same period of 1936.

Exports were negligible in the first quarter, due to the lack of ships to the
United States and the fact that European prices were considerably out of line.

They improved in the second quarter but am.ounted to only 62,538 tons in the
first half-year, against 153,776 tons in the same period of 1936. Exports in the
first half of 1937 were almost entirely to the United States, whereas in the same
period the previous j^ear, 51 percent went to Europe.
The year opened with copra in great demand, the price of resecada reaching a

peak of F24.50 per 100 kilos in the middle of January. It fluctuated between
no and P22 during most of the first quarter, with arrivals below average and
American demand good, though it was practicalh^ impossible to make shipments
to the United States, due to the maritime strike. In April, with reduced American
demand for copra and oil and with increased production expected, there was a
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wave of selling which brought the price of resecada rajiidly down to ^^13. 50, from
which it fell to Fll by the end of June, despite the fact that production continued
somewhat belov/ expectations.

There was a notable improvement in production in the second half year, with
arrivals at Manila and Cebu totaling 5,349,643 sacks, against 4,280,034 sacks in

the same period of 1936. American demand fell off as it became evident that
the cotton crop would be exceptionally good and that world prospects for produc-
tion of fats and oils were better than average. European prices became competi-
tive in July and there was a fair amount of buying from Europe in the second
half year, which showed up in exports from August on. Total exports in the
half-year amounted to 173,486 tons, of which 145,343 tons, or 85 percent, went
to the United States, the balance to Europe. For the full year, copra exports
totaled 236,024 tons, or 16 percent under the 1936 figure, and 88 percent went to

the United States, against 63 percent in 1936. The value of copra exports was
11 percent higher in 1937, however, amounting to P32, 123,044.
The increased production of copra and reduced demand caused continued

easiness in the market throughout the last half of 1937, with occasional periods of
firmness due to covering operations. The price of resecada fluctuated between
Pll and T7, closing the year at ?^8.25.

Copra stocks in Manila and Cebu at the end of the year totaled 43,693 metric
tons, compared with 39,680 tons at the beginning. Estimating stocks at other
ports, the total is about 88,239 tons, against 51,962 tons at the end of 1936.
Production is expected to be only fair in the first half of 1938, some damage
having been done by typhoons in Tayabas and the Visayan Islands. Production
on the Island of Luzon will probably be better than in 1937, however, nearly
off"setting the reduced production expected from the areas tributary to Cebu.
There appears to be no reason to expect any substantial improvement in prices in

the first few months of 1938.
Coconut-oil exports were fairly good in 1937, the total of 163,868 metric tons

being slightly over the 158,802 tons in 1936. The average price was considerably
higher, however, and the total value of exports exceeded that for the previous
year by about 51 percent. Exports went almost entirely to the United States,

as usual. Mills were busy throughout the year, but with oil prices falling more
rapidly than copra prices, they frequently found it difficult to make a satisfactory
manufacturing profit. Stocks declined, amounting to only 7,185 tons at the end
of the year, against 9,909 tons at the beginning.

Manufactures of coconut-oil products kept busy throughout the year, producing
soap, lard, and margarine for the domestic and neighboring markets. It is esti-

mated that about 38,650 tons of oil was consumed by domestic factories in 1937,
against 34,530 tons in 1936. One new factory started production of soap during
the year, and two engaged in the manufacture of vegetable lard in a small way.
The market for coconut oil closely paralleled that for copra. It was strong in

January, the local price increasing from 37 centavos per kilo to 40 centavos, but
falling off to 36 centavos by the end of the month. Continuing at around that
level during the first quarter, it fell to 30 centavos by the end of April, 25 centavos
by the end of May, 22 centavos by the end of June, and 1 4 centavos at the begin-
ning of December, finishing the year fairly steady at 16 centavos, or less than half

the figure at the beginning of the year and slightly under the 18 centavos at the
beginning of 1936.

Copra cake and meal were in good demand throughout the year and prices held
up better than did those of copra and oil. Exports totaled 109,640 metric tons,

of which 44,672 tons, or 40 percent, went to the United States. In 1936 exports
totaled 110,511 tons, of which 53,163 tons, or 48 percent, went to the United
States. In 1935 the United States took only 30 percent of the 103,031 tons
exported. The American price was considerably better than the European during
the first half-year but shipments were limited by the lack of freight space. Europe
became competitive about the middle of the year, when American interest fell

off as it became apparent that there would be a large cotton crop, and exports
in the last few months were mainly to Europe. Stocks increased from 4,319 tons
at the beginning of the year to 5,767 tons at the end.
The American market was steady during the first 6 months, at $28.50 to $30

sales were restricted by the limited amount of freight space available and there
were some sales to Europe, even though quotations were less advantageous.
American demand fell off after the middle of the year, the price falling to. $25.50
by the end. The actual return to exporters was reduced even more, as the freight

rate was increased by $2 a ton on September 1. Sales to Europe predominated
after the middle of the year, at prices which fell from P49 f. o. b. Manila in July
to around P41 in December. Most of the mills had sold their estimated produc-



HIGH COMMISSIONER TO THE PHILIPPIlSrE ISLAiXDS 155

tion to the end of the year by September 30 at prices between ?44 and P49, and
sales ill the last quarter were for 1938 shipment.

Desiccated coconut production reached record levels in the first half of 1937,
with exports totaling 21,208 metric tons, against 16,939 metric tons in the same
period of 1936. Production and exports continued very good in July and August
but fell off in the last 4 months of the year, due to accumulation of stocks in the
United States. For the year, however, exports totaled 41,885 tons, a 16 percent
increase over the 36,063 tons for 1936. The New York price increased from
8% cents in January to 10}^ cents at the end of March but fell off to 9)1 cents on
July 1 and 8% cents on September 30. Mills found it difficult to get nuts in the
first quarter but thereafter they were in ample supply at prices which appeared to
permit a good manufacturing profit, even with the reduced price for the finished
product. With the lessened demand, mills were operating on a part-time basis
in the last quarter of the year.

Freight.-—Exporters of coconut products found it difficult to get freight space
to the United States during most of the first half year. In the last half, with
European demand for copra and cake increasing, the shortage of space to Euro-
pean ports became pressing. The return to producers was reduced during the
year by freight-rate increases on copra, cake, meal, and oil. Rates on copra,
meal, and oil to the United States Pacific coast and on copra meal to the Atlantic
coast were increased $2 a ton as of September 1, while a similar increase in the
rate on oil to the Atlantic coast was announced to become effective January 1,

1938. The rate on desiccated coconut is to be increased $1 on February 1, 1938.
The rate on copra to Europe was increased 4/- per 20 hundredweight in Feb-

ruary and 8/6 on August 14. It was further increased 12/6 in November. That
increase was canceled about the middle of December but will be restored February
1, 1938. The rate on copra cake was increased 2/- on May 1 and 3/3 on January
1, 1938. It will be increased an additional 7/6 on April 1, 1938.

Statistics for 1936 and 1937 are as follows:
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Although the United States is only the third best market in volume, it led in

value, as the American market takes the more expensive grades.

Domestic mills consume about 60,000 bales a year, mostly unbaled.
Production increased in the first half of 1937, particularly in the Bicol region,

with balings totaling 745,000 bales for the islands, or 11 percent greater than the
same period of 1936. In the second half year, however, balings fell off and for

the full year they were about the same as in 1936. Reports from southern
Luzon and the Visayan Islands indicate a general improvement in grades, with
producers so improving their stripping as to turn out medium grades or better,

where formerly they produced mainly low grades and waste. This was due to

1he reduced demand from Japan for the low grades, which increased the price

margin between the higher and lower grades to a point that encouraged finer

stripping. The improvement in grades was partly responsible for the lower
production in the last half year.

Stocks were estimated at 150,093 bales at the end of the year, a slight ijicrease

over the 147,662 bales at the beginning, but still a moderate figure.

The higher grades in the Manila market were strong in the first 5 months,
largely on American demand, and steady in the next 2. From August on, they
fell sharply, as New York and London held off in anticipation of lower prices,

following the withdrawal of Japan from the market. They improved plightly in

December. Grade F, for example, rose from F21 per picul at the beginning of the
year to F27.50 at the end of May, but fell from ^^27 at the beginning of August to

P16 at the end of November, closing the year at P18. Lower grades in Manila
failed to share in the advance but participated in the decline. Grade J-2 fell

from TIQ at the beginning to P14.50 at the end of January, remaining around that
level until August, when it dropped to F12.50, closing the ^^ear at ?^12. Davao
grades suffered more, falling sharply in August, September, and October to close

the year at an average of approximately 30 percent under the opening levels,

after a fair show of strength in the first 5 months. Prices on the principal Manila
and Davao grades at the beginning and end of the year were as follows:

Grade
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The market was steady throughout the year, due to the influence of the Na-
tional Rice and Corn Corporation, which operated throughout the year with a
standing offer of P2.25-P2.50 for palay at producing centers and an abundant
quantity of rice to sell if prices had risen to excessive levels. At the beginning
of the year, luxury grades of rice sold at P5.20-P5.40 per cavan of 57 kilos and
macans at P4.75-P4.95. Prices did not at any time go below those levels. They
were steady to moderately firm during the first half-year and advanced rather
sharply in July, on improved demand and reported destruction of stored rice by
floods. Prices thereafter were steady, with moderate advances and recessions,
closing the year at P7.10 for luxury rice and P6.10 for macans. Recessions in
September and October were due to sales of slightly damaged rice at prices
below the market, and to sales by the National Rice and Corn Corporation. The
latter amounted only to a few thousand sacks of rice milled in connection with
tests of milling machinery and did not indicate any intention on the part of the
corporation to restrain prices at current levels. Advances during the second
half year exceeded recessions, particularly after it became clear that the new crop
will be inadequate to fill domestc requirements.
The course of palay prices was about the same as that for rice. Opening at

P2.35-P2.45 for the luxury grades and P2.25-P2.30 for ordinary grades, per
cavan of 44 kilos, the year closed with best quality palay selling at P2.85-P2.90
and ordinary at P2.60-P2.65. The National Rice and Corn Corporation pur-
chased a substantial quantity of palay during the first quarter of the year, taking
all that was offered at P2.25-P2.50 at producing centers. This prevented the
depression of prices usual during the harvesting season. The directors of the
National Rice and Corn Corporation have under consideration a petition of
producing interests to increase the Corporation's buying price to PS per cavan
to compensate them for the reduced crop.

The palay crop for the year ended June 30, 1937, was originally estimated at
47,000,000 cavans, as harvesting commenced, or about sufficient for normal
domestic requirements. A revised preliminary estimate, at the end of the crop
year, reduced the figure to 43,000,000. It now appears that the first estimate was
more nearly right and the final figure may go as high as 49,000,000. The current
crop, harvesting of which was well under way by the end of the year is expected-
to be considerably smaller as a result of irregular rains and attacks by stemborers.
Floods in July and August were followed by a severe drought in October, which
seems to have caused a good deal of damage in Central Luzon. Heavy rains in
November were too late to help and the typhoons which accompanied them may
have caused further damage. An estimate at this time would be mere guesswork
but it is believed that the crop will be at least 2,000,000 cavans under normal
requirements. There is a carry-over probably amounting to 1,600,000-1,800,000,
however, mostly in the hands of the National Rice and Corn Corporation. It is

probable that some importation will be required in 1938, though it is impossible-
to estimate the amount at this time.
The paid-in capital of the National Rice and Corn Corporation was increased

to P4,000,000 during the year. In addition, it is reported to have realized a net
profit of P2,421,000 from the sale of imported rice in 1936, increasing its net
resources to well over P6,000,000. Much of this was invested in palay, which the
corporation was still holding at the end of the year but which it should ultimately
be able to sell at a profit, particularly if the current crop is as short as now appears.
The Corporation should have sufficient funds to keep open for the near future its

offer to purchase palay, even without resorting to its borrowing capacity. It is

planning to use part of its capital to erect two warehouses, with a capacity of
100,000 cavans of palay each, and a large rice mill, the exact capacity of which
has not yet been decided. It will continue to depend on private millers and
warehousemen to a large extent.
The proposed tax of 3 centavos a cavan on rice turned out by power-driven

mills, recommended in the Rice Commission report, has not yet reached the
National Assemblv in the form of a bill.

Floods in the Cagayan Valley at the beginning of December 1936, caused
serious damage to seed beds in Isabela, which could not be entirely made up by
replanting. Weather conditions were favorable after the subsidence of the
floods but the damage was such that the total Cagayan VaUey crop was about 25
percent below normal, being estimated at about 300,000 quintals in 1937. A crop
of 400,000 quintals is considered normal for the Valley, though that figure ha&

120403—39 11
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not been reached in the past 3 years. Quality was good. Buying proceeded
slowly and there was still a fair amount of the Isabela tobacco unsold at the end of

the year. Prices averaged about 15 percent better than in 1936, despite the fact

that prices in export markets did not increase. Many farmers withheld their

tobacco from the market, however, feeling that they should get even better prices

in view of the short crop. It is not possible at this time to estimate the 1938
crop as transplanting is only beginning, but there appears to be no reason why
it should not be approximately normal, if weather conditions continue favorable.
The 1937 crop of Visayan tobacco, used mainly in making cheap native ciga-

rettes, also appeared to have been about 25 percent lower than the previous year.

The crop in La Union and Pangasinan, most of which is exported to Japan,
appears to have been about normal. Exports to Japan were heavy in February
1937, but most of this was from the 1936 crop.

Exports of leaf tobacco were slightly greater in 1937 than in 1936. Shipments to
Spain and Italy together were about the same in the 2 years. Shipments to
France, Austria, and Czechoslovakia, which were substantial in 1936, were
negligible in 1937, however. Exports to Japan were about 40 percent greater in

1937 than in 1936, with practically all of the shipments in each year going in

February. It is expected that 1938 shipments will be relatively meager, duetto
exchange limitation, which is likely to affect the market for the La Union-
Pangasinan crop. Exports of scrap tobacco to the United States were 150
percent greater than in 1936. Exports of raw leaf, stripped tobacco and scraps

were as follows in 1936 and 1937 (in kilos):

1936 1937

United States
Belgium and Holland
China, Hong Kong, and Manchuria,
France
Japan and Korea
Java and Malaya
North Africa
Spain (via Italy)
Australia and New Zealand
North Atlantic (Europe)
Austria and Czechoslovakia
Other countries

Kilos
, 009, 781
103, 347
381, 248

, 816, 090
34, 966
18, 652

383, 150

286, 341

13, 768
23, 624

041, 582
16, 330

Total 12,545,690

Kilos
2, 695, 082

192, 350
427, 142
185, 183

21, 240
103, 551
533, 087

6, 447, 325
91, 190

208, 500
31, 580

12, 963, 828

Exports of cigars to the United States improved in 1937, amounting to 188,-

221,986, or about midway between the 164,905,078 in 1936 and the 208,268,782
in 1935. Exports to foreign countries were particularly good in 1937, amounting
to 17,361,994 against 14,637,306 in 1936 and 15,771,427 in 1935. Domestic
sales in 1937 totaled 112,142,188, or 3,064,504 less than in 1936.

Cigarette production amounted to 3,273,365,695 in 1937, or 202,120,868 more
than in 1936. Domestic sales totaled 3,180,074,935 in 1937, or an increase of

149,176,440 over the 1936 figure. Cigarette production declined steadily from
5,110,000,000 in 1928 to 2,965,000,000 in 1934, mainly on account of increasing
preference for American cigarettes. It has increased slightly since then, despite
a steady gain in imports.

Production of chewing tobacco totaled 216,627 kilos in 1937 and of smoking
tobacco 211,098, all for domestic consumption. This represents an increase of

4,676 kilos in chewing tobacco and 9,586 kilos in smoking tobacco over the
previous year.

Stocks of leaf tobacco in the hands of manufacturers and dealers decreased
slightly in 1937. On December 31, 1937, they totaled 28,446,038 kilos, with
figures from 58 small dealers lacking. A j^ear earlier, they totaled 29,'841,912
kilos, with figures from 32 small dealers lacking.

LUMBER AND TIMBER

The markets for sawn lumber, both export and domestic, were exceptionally
good in 1937, particularly in the first three quarters of the year. In the last

quarter, demand from the United States fell off but other export markets, with
the exception of China, continued very good. Export prices were steady to firm
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throughout most of the year, with a sHghtly easier tone in the last quarter, par-
ticularly in the United States. Prices at the end of the year were in general a
little higher than at the beginning.

Exports of sawn lumber fell off nearly 2 percent in quantity in 1937, according
to the Bureau of Forestry, with a slight reduction in exports to the United States
and a substantial reduction in shipments to Cnina, which showed a preference for

logs. Exports to Great Britain and South Africa were exceptionally good in 1937.
There was also a notable increase in shipments to British Africa and to minor
markets in Europe. Exports to Australia were about the same as in 1936. Ex-
ports of sawn lumber to the principal markets in 1936 and 1937 were as follows (in

board feet)

:
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With the striking increase in log exports to Japan in the first three quarters of

1937, talk of an export tax or export-limitation measures continued but no action
was taken. On the other hand, all forest products, including both logs and lum-
ber, were granted exemption from wliarfage dues beginning January 1, 1937.
It does not appear that the question of limitation on exporting of logs is likely to
come up in the near future.

The lumber industry anticipates a good year in 1938. Demand from Great
Britain, South Africa, and Australia continues good. It is hoped that the build-

ing program in the United States will cause an increase in the demand for Philip-

pine lumber in that market. Although China is at present withdrawn from the
market, it is hoped that there will ultimately be a good demand from that country
for reconstruction.

Exports to the United States were small during the first quarter of 1937, due to
the maritime strike; while shipments to both Europe and the United States were
limited throughout the year by shortage of freight space. The freight rate on sawn
lumber to the American Pacific coast ports was increased from $13.50 per 1,000
board feet at the beginning of the year to $16 in April, with a further increase to

$17 announced for February 1, 1938. To the Atlantic coast, the rate was $20 at the
beginning of the year, was increased to $24 on April 1, and to $26.50 on February
1, 1938. The rate to Europe was increased from 90/-, at the beginning of the
year, to 99/- on July 1, and 115/- on September 1.

Imports of Oregon pine were somewhat larger than usual in 1937. According
to the Bureau of Customs, total imports of lumber from the United States
amounted to 10,090 cubic meters, valued at ?274,246. Most of this went to the
mines. Buying by the mining industry fell off toward the end of the year and it

is not believed that the Philippine market for American lumber will be as active
in 1938.

Gold production increased about 15 percent in 1937, the total of P51,253,821
being approximately in accordance with expectations. Complete reports are not
available from some relatively small properties and the total production for 1937
is possibly P100,000 greater than the figure reported. Production totaled
P44,394,522 in 1936, P32,600,683 in 1935, and P23,823,355 in 1934. The in-

crease in 1937 was due partlj^ to the appearance of four new producers, partly to
production throughout the year by five mines which produced during only a part
of 1936, and partly to increased production by the older mines. Sixteen mines
show an increase in production over 1936, while only four show decreases. One
placer operation, which produced during a few months of 1936, was out of produc-
tion throughout 1937, pending arrival of new dredges. The two largest mines
produced 45 percent of the total of gold produced in 1937, against 49 percent in

1936. Production by mines in 1936 and 1937 was as follows (in pesos):

Ambassador Gold Mining Co
Antamok Goldfields Mining Co
Baguio Gold Mining Co
Balatoc Mining Co
Benguet Consolidated Mining Co
Benguet Exploration, Inc
Big Wedge Mining Co
Cal Horr Mine
Coco Grove, Inc
Demonstration Gold Mines
East Mindanao Mining Co
Gold Creek Mining Corporation
Ipo Gold Mines. Inc
Itogon Mining Co
I. X. L. Mining Co
Masbate Consolidated Mining Co
Mindanao Mother Lode Mines
North Mindanao Mining Co
Northern Mining & Development Co-
Royal Paracale Mines, Inc
Salacot Mining Co
San Mauricio Mining Co
Suyoc Consolidated Mining Co
Tambis Gold Dredging Co
Twin Rivers Gold Co., Inc
United Paracale Mining Co

Total.

1936

033, 480
077, 107

760, 521

013, 310
274, 914
594, 450
173, 736
636, 292
473, 999
225, 649
226, 861
642, 215
825, 669
279, 688
022, 305

67, 631

211,315
413, 053
733, 888
172, 547

106, 369

1, 430, 613

44, 394, 552

1937

P68, 125

5, 234, 399
1, 267, 774

13, 040, 056
9, 887, 199

268, 264
1, 361, 165
1, 268, 498

1, 654, 610
691, 853
262, 946
622, 401

3, 370, 700
2, 216, 380
2, 975, 097

674, 328
124, 371
17, 880

326, 522
281, 253

2, 001, 401
1, 434, 024

160, 116

130, 334
1, 914, 125

51, 253, 821
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The new mines which came into production in 1937 will probably not be
among the biggest producers and it is not likely that there will be as many new
mines coming into production in 1938. One mine discontinued production during
1937. One substantial company, on the other hand, commenced operations in

the latter part of 1937 and has not yet reported production. A placer operation
is expected to resume production early in 1938, with two American dredges, each
with a capacity of 200,000 cubic yajds of gravel a month. Assuming that the
older mines continue production at the current level, it may conservatively be
expected that 1938 production wiU come close to ?54,000,000.

Public interest in mining shares fell off sharply in the last quartex of 1936 and
was at a relatively low ebb throughout 1937. The mining share market declined

fairly consistently throughout the first three quarters of the year, until quotations
were pegged by the exchanges at the low point reached in September. Thqre
was a moderate advance during the last quarter of the year, which proved only
temporary, the market ending the year close to the low point, with investors

showing little interest. This situation made it difficult to finance new mining
ventures during the year and many were abandoned. Many producing com-
panies paid good dividends, though the total paid out in dividends was Fl, 229,000
less than in 1936. Four new investment and management companies and two
new producing companies were added to the list of dividend payers but five

producing companies and one investment company withdrew from that list. Of
the companies that continued paying dividends, three increased their total pay-
ments, four reduced them, and two made no change. Cash was paid out in the
dividends by the dividend-paying mines, investment and managing companies,
in 1936 and 1937, as follows:

1937

Antamok Goldfields Miuing Co_..
Atok Gold Mining Co
Baguio Gold Mining Co
Balatoc Mining Co
Benguet Consolidated Mining Co,
Benguet Exploration, Inc
Demonstration Gold Mines
Gold Creek Mining Corporation, _

Ipo Gold Mines, Inc
Itogon Mining Co
I. X. L. Mining Co
Developments, Inc
Gold shares
Marsman & Co
Marsman Investments, Ltd
Mine factors

Philippine Iron Mines. Inc
San Mauricio Mining Co
Syndicate Investments
Tambis Gold Dredging Co
United Paracale Mining Co

P687, 500

129, 890
600, 000
500, 000
50, 000

400, 000
52, 500

116,475
600, 000

940, 300
500, 000

655, 872
320, 000

30, 951
275, 000

Total- 17, 858, 488

P2, 200, 000
100, 000
193, 350

6, 000, 000

6, 000, 000

400, 000

117, 639
300, 000
387, 500
24, 650
80, 000

235, 075

83, 861
432, 000

75, 000

16, 629, 075

Production and exportation of iron ore continued to increase, the one producing
company shipping about 610,000 tons during the year, compared with 596,000
tons in 1936. Shipments in 1937 would have been somewhat greater but for the
fact that the importer in Japan was unable to supply sufficient ships during the
last quarter of the year. It is understood that the contract has been renewed
for 1938, calling for shipments of at least 650,000 tons, at an increased price.

Another iron company is understood to be ready for production but has not yet
made any shipments. It is reported that the government is planning to develop
the large iron deposits in Surigao, through the National Development Co.
Development of some chromite and manganese properties was abandoned

because of the difficulty of interesting capital. Production of base metals never-
theless increased, with shipments of chrome ore to the United States totaling about
68,000 tons in 1937, against 7,400 tons in 1936. There were no shipments to the
United States during the first quarter of the year due to lack of shipping space.

Exports to the United States in 1938 are expected to approach 100,000 tons, of

which the majority will be low-grade chromite ore for refractory purposes. A
few thousand tons of chrome, manganese, and copper ore were shipped to Japan
and Europe duiing 1937. It is expected that this business will continue in 1938.
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Interest in petroleum development was renewed in a small way, one company
obtaining a permit to drill in the Bondoc Peninsula. No drilling was done during
the year, but a geologist was brought out from the United States to make a survey
of the property. An American geologist retained by the Bureau of Mines reports
that there is no proven oil field in the Philippine Islands, though there are evi-
dences of petroleum. He recommends that the Government follow the lead of
most oil producing countries by encouraging private companies to survey the
petroleum possibilities, rather than endeavoring to make such a survey through
government agencies. He also recommends that the Philippine petroleum law
be revised to permit larger scale operations, in order to encourage participation
by companies with sufficient capital to assume the risks and expenses involved in
oil exploration.
Among nonmetallic minerals, cement production is estimated at 900,000 barrels

in 1937, or about 23 percent greater than the 1936 figure. Both mills operated at
capacity during most of the year and at one period there were substantial imports
of Japanese cement, even though the landed cost was higher than the domestic
price, due to inability of the domestic mills to make prompt delivery. The
capacity of the two mills has been increased and production in 1938 is expected to
exceed 1,000,000 barrels.

Production of coal continued small, with only one small mine in operation.
The Uling-Naga mine, owned by the National Development Co. and situated near
the plant of the Cebu Portland Cement Co., was surveyed by geologists and
engineers, who estimated a total of 580,000 tons of coal above the drainage level
and a possible 300,000 tons additional below that level. Since the cement com-
pany has contracts for imported coal at favorable rates, it was decided not to open
up the property for the time being. It appears probable, however, that new con-
tracts would have to be made at a much higher rate, and the National Develop-
ment Co. may take steps, before the end of 1938, to prepare the Uling-Naga prop-
erty for operation. It is estimated that the mine could supply the coal require-
ments of the cement company for 10 years, at a cost of about P9 a ton, with an
additional 5 j^ears' supply available after a moderate expenditure for pumps,
etc. Another coal property at Manlagas, Zamboanga, is being surveyed by the
government.
A marble company was organized during the year and in November installed

machinery for quarrying and polishing marble. It plans to produce marble blocks,
slabs, chips, and power for domestic sale and export to oriental ports.
With building operations active throughout the year, there was a general increase

in production of such other minerals as clay products, lime, sand, gravel, crushed
rock, and rock asphalt. It is expected that the government building program will

call for a further increase in production in 1938. Salt production is also believed
to have increased in 1937, though no figures are available.

MOTION PICTURES

There were two companies producing motion pictures in the Philippines in

1937, the Philippine Films, Inc., and the Parlatone Hispano-Filipino, Inc. They
produced altogether 31 feature-length pictures, 7 musical shorts, and 17 news
reels. All were sound productions, and all in Tagalog, with the exception of one
feature picture in Spanish and a version in English of one of the Tagalog pictures.

One of the companies completed a feature film in English for world distribution,

with several color scenes, which was favorably received locally. It is not included
among the 1937 productions mentioned above, however, as most of it was made
in 1936.

Several new companies were organized during the year for the production of

motion pictures, and two of them had pictures under way at the end of the year.
One of the new companies appears to have adequate capital and good backing
and will probably produce a number of pictures in 1938.

Production schedules for 1938 contemplate a total of about 60 feature pictures,

although actual production may fall somewhat below that figure. It is probable
that all of the 1938 productions will be in Tagalog. Present schedules do not
contemplate any production of color pictures.

Motion-picture theaters were much better patronized in 1937 than in the pre-
vious year, and there was a notable increase in the number of theaters wired for

sound, totaling 213 at the end of the year. There were no new first-run theaters
built in Manila, but one was completely renovated. There is a report that a new
first-run theater may be built in 1938, but this has not yet been confirmed. The
theater business continued good up to the end of the year, and it is believed that
1938 will also be a fairly good year.
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A film exchange was opened in Manila in April 1937, to distribute Russian
motion pictures. The venture was apparently unsuccessful as only three pictures

were shown, in what is normally a second-run theater. A prominent American
producer of motion pictures, previously represented in Manila by a theater com-
pany, opened his own office at the end of the year.

An admission tax of 5 percent on total admission receipts of theaters selling

tickets for over 40 centavos went into effect at the beginning of 1937. Pro-
prietors of such theaters complain that this tax is discriminatory, since they must
pay it on all admissions whether over or under 40 centavos, whereas theaters

which have no tickets selling for over 40 centavos escape the tax. The tax has
been passed on to the public, however, and the theaters have taken no action

toward contesting it. It is not of great importance as a revenue measure, pro-

ducing only P130,000 in 1937.

TEXTILES

Imports of cotton textiles from the United States improved notably in 1937,
amounting to 41,110,000 square meters, which compared with 27,583,000 square
meters in 1936. The improvement was most striking in the second half-year,

when imports amounted to 24,434,000 square meters, against 14,033,000 square
meters in the second half of the previous year. The increase in value was probably
somewhat less, as prices fell sharply in the last half of 1937. Imports included
about 8,250,000 square meters of embroidery cloth in 1936 and 10,225,000 square
meters in 1937. This cloth is not consumed in the Philippines but returned to

the United States in the form of embroidered garments.
Increased imports from the United States appear to have been due to an im-

proved demand for cotton cloth, reduced competition from Japanese rayon and
smaller imports of cotton cloth from China and Hong Kong. Cotton textile

imports from Japan increased substantially, amounting to 58,012,000 square
meters in 1937, against only 48,670,000 square meters in 1936. Of this,

45,422,000 square meters in 1937 and 37,353,000 square meters in 1936 came
direct from Japan, while the balance was transshipped, mainly at Hong Kong.
The transshipment problem appeared in the first few months of 1937 to have
been solved, but transshipments increased markedly in June, when it was expected
there would be a dearth of Japanese goods due to exhaustion of the quota, and
were heavy in the second half-year. Exportation of all printed goods and dyed
shirting, as well as bleached shirting under 28 inches in width, from Japan to
Hong Kong, was prohibited in October until further notice. Since these are the
types of goods that figure most largely in the transshipment trade, the volume
of transshipment fell off at the end of the year. It remains to be seen whether
it will be smaller in 1938 or whether other transshipment ports will be substituted
for Hong Kong.

Imports of Hong Kong- and Chinese-made cotton piece-goods receded to an
aggregate of 9,010,000 square meters in 1937, which compares with 11,366,000
square meters the previous year. Imports of rayon from Japan totaled 22,310,000
square meters in 1937, against 25,619,000 square meters in 1936. Total imports
of cotton piece goods from the United States, Japan, China and Hong Kong, plus
rayon from Japan, thus amounted to 130,442,000 square meters in 1937, a sub-
stantial increase over the 113,238,000 square meters in 1936. Imports of cotton
goods from Europe appear to have increased very slightly, amounting to 2,805,631
square meters in 1937.
The Japanese quota agreement expired July 31, but was extended for another

year. Imports of Japanese cotton textiles totaled 54,829,000 square meters in

the year ended July 31, 1937, and 107,504,000 square meters in the 2 quota
years, exceeding the agreed amount of 90,000,000 square meters by 19 percent.
The excess was due to transshipments, imports direct from Japan totaling 90,082,-
000 square meters for the 2 years. The current agreement provides for a hmita-
tion of Japanese cotton piecegoods exports to the Philippines to 45,000,000 square
meters, including transshipments in the year ending July 31, 1938. Arrivals in

the first 5 months of the current quota year totaled 24,928,000 square meters, of
which 6,474,000 square meters were transshipped.
Demand for cloth was evidently better in 1937 than in recent years, judging

from the 15-percent increase in imports of cotton cloth from all countries plus
rayon from Japan, mentioned above. The increase in consumption appears to
have been considerably more moderate, however, as stocks were heavy at the
end of the year, whereas at the beginning there was a notable scarcity of American
goods, while Japanese stocks were about normal.
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The year opened with both American and Japanese prices firm, the latter ad-
vancing strikingly in January. Mills in both countries were unable to offer

early delivery and importers were hesitant to make commitments several months
ahead at high prices, fearing the possibility of a break. Ordering was good, due
to persistent demand from consumers, but was limited somewhat by inability of

mills to promise deliveries or even, at one period, to quote prices on finished
goods. Easier raw cotton prices in April and improved deliveries by American
mills were taken by importers as supporting their expectations of lower piece-goods
prices, but indenting continued at a fairly good rate throughout the first half-

year. Prices were steady throughout the half-year, for both American and
Japanese goods.

Business continued fairly good in the third quarter, despite a declining market
which was rather discouraging to dealers, who placed large orders at what seemed
to be low prices, only to find them in retrospect excessively high as prices continued
downward. Reports indicating that the Japanese Treasury had narrowly limited
the amount of exchange available for raw-cotton imports, and that raw-cotton
stocks in Japan had been purchased at relatively high prices, caused a notable
stiffening of local prices for Japanese goods, despite continued heavy imports.
American prices became competitive with Japanese in many lines and it is felt

that September would have been a record month for American importers if some
assurance of price stability could have been given. Demand fell off sharply in

the last half of October and continued dull during the balance of the year, with
local stock prices weak and neither importers nor provincial dealers able to move
their stocks. Prices of Japanese goods were also easier toward the end of the
year, when imports continued at a level considerabh' exceeding expectations and
stocks accumulated unduly. Salesmen and provincial dealers ascribe the sudden
cessation of demand to lack of spending power but it seems more probable that it

was due to a general feeling that a rainy day might be approaching and that it

would be well to save something for it.

Though demand was distressingly limited during much of the last quarter,
American companies were encouraged by the fact that they were receiving orders
for goods thej^ had not previously sold in years. If present conditions continue
in Japan, it may be expected that business in American cotton textiles will be
fairly good, at least in the first part of 1938. Stocks appear excessive at the end
of 1937, but a renaissance of consumers' demand would quickly cause renewed
ordering. This seems to depend on an improvement in confidence.
A locally established importer of cotton piece goods and knitted garments,

Kinkwa Meriyasu Co., imported 400 Shirano nonautomatic looms during the
year, with the intention of making yarn-dyed trouserings and some of the coarser
staple grades of cotton piece goods in the Philippines. They expect to start

production before the middle of 1938, using imported yarns. Having no mill in

Japan and consequently no quota, they have found themselves seriously handi-
capped in competing with other Japanese importers with mill connections.
The National Development Co. is also planning the erection of a mill and has

asked for tenders on machinery for carding, spinning, weaving, bleaching, dyeing,
and printing. The primary purpose of the mill will be to prepare yarn for the
hand-weaving industry and the bleaching, dyeing, and printing establishments
will be primarily for the convenience of that industry. Since 3'arn production
will exceed the consumptive requirements of the hand-weaving industry, however,
particularly during the rice planting and harvesting seasons, it has been thought
best to have a weaving division as well. It will have only 108 looms. Factory
premises near Manila, at one time occupied by the Philippine Vegetable Oil Co.,
have been obtained from the Philippine National Bank and it is expected that the
machinery will be installed and ready for operation by the middle of 1939.

Arrivals of cotton and rayon piece goods from the principal sources of supply
in 1936 and 1937 were as follows (in square meters):

Japan (direct)

Japan Ctransshipments)
Hong Kong (non-Japanese)
China
United States

Total cotton piece goods-
Rayon piece goods from Japan.

37, 353, 527
11,304,858
7, 316, 518
4, 049, 987

27, 583, 336

87. 608, 226
25, 618, 558

1937

45, 422, 347
12, 590, 556

3, 857, 375
5, 152, 886

41, 110, 656

108. 133, 820
22, 310, 479
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Imports of cotton, rayon, and silk textiles in 1936 and 1937, according to the

bureau of custon)s, were as follows:

1936

Square
meters

Pesos

1937

Square
meters

Pesos

Unbleached; Total

"United States..
Japan
China
Hong Kong

Bleached: Total

United States..
Japan
China
Hong Kong

Dyed: Total

United States..
Japan
China
Hong Kong

Printed: Total

United States..
Japan
China
Hong Kong

Silk: Total

United States..
Japan

Rayon: Total

United States..

9,156 1, 454, 133 8, 255, 684 1, 455, 319

3, 674, 728

3, 264, 724

1, 690, 958
713, 190

796, 526

347, 191

186, 691

72, 052

1, 717, 984

3, 476, 901

1, 458, 217
823, 672

22, 499, 577 4, 731, 329 24, 171, 168

609, 635

435, 007
187, 934
110,987

5, 270, 017

11, 206, 853

7, 823, 882
546, 879
678, 201

3, 064, 850
868, 482

75, 731

91, 821

9, 353, 417

11, 604, Oil

463, 335
926. 876

2, 986, 924

1, 552, 947
72, 563

142, 065

47, 948, 505 9, 607, 042 50, 110, 523 11,572,600

15, 498, 689
21, 580, 095
4, 454. 272
4, 586, 379

19, 864, 693

4, 581, 340

2, 883, 002
609, 470
682, 895

2, 816, 884

15, 478, 663
23, 283, 261

5, 662, 207

3, 423, 002

17, 532, 423

5, 366, 385
3,575,412

989, 214

666, 798

3, 059, 159

2, 349, 136

14, 745, 426
859, 073

1, 761, 528

687, 751

1, 781, 728
91,873

212, 823

2, 589, 444

11, 868, 891
1,155,211
1, 801, 235

225, 362 130,817 360, 977 224, 770

39, 223
117, 792

47, 699
44, 464

82, 808
202, 087

25, 200, 064 3, 910, 272 22, 587, 962

117, 833

61, 078

3, 674, 628

525, 481

24, 327, 075
472, 910

3, 388, 190
442. 101

20, 876, 244
457, 998

2, 992, 662

1 Original read, "417,076."

IMPORTED FOODSTUFFS

Flour.—Consumption of flour was apparently about the same in 1937 as in 1936,
judging from import figures. Arrivals totaled 4,031,744 bags (of 49 pounds) in

1937, according to manifest figures, againt 4,037,182 bags in 1936. It is believed,
howevter, that consumption exceeded imports in 1936, whereas in the past year
there has been a considerable excess of imports over consumption, with stocks
heavy at the end of the year. Demand was slow in the latter part of the year,
with consumption estimated at only about 300,000 bags a month, against an
average of 325,000 bags or better in 1936, when there was a shortage of rice.

Imports from the United States were limited in the first 2 months by the lack of

shipping facilities from the American Pacific coast. There were nevertheless some
shipments via Vancouver, despite an extra freight cost of 30 cents a barrel, and
American flour made up about 25 percent of total imports in the first 2 months.
Settlement of the maritime strike brought about a substantial increase in arrivals
from the United States in March, increasing the proportion to 35 percent for the
quarter, against 19 percent in the first quarter of 1936, when there was no subsidy
on American flour shipments to the Philippines. American flour dominated the
market throughout most of the balance of the year, due partly to the subsidy,
though in the last quarter the subsidy was not needed. Imports from the United
States made up 45 percent of total imports in the first 6 months, against 22 percent
in the same period of 1936, and 51 percent in the full year, against 35 percent the
previous year.

Imports from Australia were fairly heavy in the first quarter, but made up only
30 percent of total imports for the year, against 36 percent in 1936. Imports
from Canada and Japan also fell off. American flour was favored by importers
at price levels existing at the end of the year and a fair volume of orders was
placed in the last 2 months, while ordering of other flour was light.
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Imports, according to ships' manifests, in 1936 and 1937 (in bags of 49 pounds)
were as follows:

[In bags of 49 pounds.]
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American canned fish, the price was abruptly increased to TQ, falling off a little

to P5.60-f*5.80 in the last quarter. American sardines were Tl higher at the
beginning of the year and F1.50 to P2 higher thereafter, while American pilchards
sold at nearly 50 centavos higher than Japanese sardines throughout the year.
There was a limited demand for the American product, even at the higher prices.

The freight rate on American sardines was increased 20 centavos a case, or SSYz
percent, at the end of the year.

Canned milk.—There was an improved demand for condensed and evaporated
milk during the year. Imports of the former were about 27 percent greater than
in 1936 and the latter about 24 percent greater. As usual, they came mainly
from the Netherlands. The United States supplied about 15 percent of the
condensed milk in 1937, a slight improvenaent over 1936, when the American
proportion was estimated at 10 percent. About 35 percent of the evaporated
milk imported is estimated to have come from the United States, against an
estimated 40 percent in 1936. Japanese canned milk did not attract any attention
during the year, though a few thousand cases were imported. Imports from
Australia were a little greater than the previous j^ear. Total arrivals in 1936
and 1937, estimated from ships' manifests, were as follows (in cases):
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by strikes in the American automobile industry. Heavy June arrivals were
sufficient to care for accumulated demand and stocks were adequate during the
balance of the year. Demand continued at a good level to the end of the year,
being encouraged by the preference of many purchasers for the old models at
reduced prices rather than new models at price advances of 10 to 15 percent.
Some dealers, desiring to liquidate or reduce their rather heavy stocks before the
arrival of new models, made direct or indirect concessions from list prices during
the last quarter of the year.
Demand was preponderantly for low-priced cars. Medium- and high-priced

cars were in considerably less active demand than in 1936, particularly in the last
half of the year, but their sale held up better than might have been expected.
Truck sales in every month of 1937 exceeded those for the corresponding month

of 1936, except for September, when they were just one short of the 1936 figure.
For the year they totaled 2,792, a 23-percent increase over the 2,279 for 1936.
Mines and lumber companies were the best customers throughout most of the
year, with transportation companies also a factor in the first quarter. In the
last quarter of the year, the mines and lumber companies withdrew almost com-
pletely from the market, leaving miscellaneous small purchasers to carry the
burden, a function which they performed admirably. Sales totaled 809 in the
last quarter, exceeding those for any other quarter of the year, and were mainly
to shops, miscellaneous factories, hemp and coconut planters, traveling stores,
etc. Trucks fitted up as traveling stores, with shelves at the sides displaying
merchandise and reserve stocks stored in the middle, are a new development
that has increased remarkably in popularity in the past 2 years. The sugar
industry was a disappointment in 1937, buying very few trucks. It is expected
that many replacements will be needed before the next sugar season starts, in the
last quarter of 1938.

Bus companies did not expand in 1937, due mainly to the reluctance of the
Public Service Commission to grant permits to increase the number of units in

operation. Some expansion was permitted in Mindanao, where a considerable
mileage of new roads was opened for traffic, and there was a fair amount of re-

placement, especially in the first few months, but bus sales appear to have been
lower than in 1936. New regulations were adopted by the Public Service Com-
mission during the year, limiting the width of trucks and busses to 1.8 meters
for units of less than 1-ton net transportation capacity; 2.1 meters for 1 to 2 tons;
and 2.2 meters for 2 to 3 tons. It is indicated that use of trucks and busses of

more than 3 tons will be discouraged. The minimum space that may be allotted
to a passenger is 40 centimeters, excepting for half-fare passengers (children), who
may be accommodated in a space 20 centimeters wide. The number of passen-
gers to a bench is thus limited to five, whereas six were formerly carried and some-
times seven to a bench. Since busses generally have seven benches, their capacity
is reduced from 42 to 35 for an average bus.
The demand for motorcycles was strikingly improved in 1937, due partly to

organization of a motorcycle club to encourage interest in motorcycling. Sales
of motorcycles by dealers (not including sales to government entities) totaled 72
in 1937, compared with 11 in 1936.

Sales of new cars, trucks (including busses), and motorcycles in 1936 and 1937
were as follows:

Cars 3,067 3,576
Trucks 2,279 2,793
Motorcycles 11 72

Imports of new cars by dealers totaled 4,045 in 1937, according to a census of all

the importers. This includes 208 midget cars imported for sale as taxicabs but
does not include midget cars imported direct by taxicab companies, to the number
of about 100 during the year. In 1936 imports of new cars by dealers totaled 2,800,
in addition to which 26 midget cars were imported direct by taxicab companies.
Imports were almost entirely from the United States, with the exception of 12 Fiat
cars from Italy, imported at a time when there was a shortage of American cars.

Imports of trucks totaled 3,162 in 1937, a 50-percent increase over the 2,129
in 1936. Trucks were all from the United States. They included about 30
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Diesel and semi-Diesel trucks, most of which had been sold by the end of the year.

Diesel trucks appear to be practicable for transportation companies operating
steadil)^ throughout the year, with long hauls. Their initial cost, however, is

about twice that of the gasoline trucks of the same capacity, which limits their

field of usefulness. On the basis of the present difference between gasoline and
Diesel oil prices, it is estimated that it would take the saving in fuel cost on about
100,000 kilometers of operation to make up for the difference in initial cost. There
is also to be considered the likelihood that if Diesel trucks become common,
Diesel oil may be taxed on somewhat the same basis as gasoline.

Imports of new cars and trucks by dealers in 1936 and 1937 were as follows:

Cars
Trucks

-

2,800
2,129

4,045
3,162

Stocks of cars and trucks were extremely low at the beginning of the year.

Dealers' floors were practically bare and there was a considerable accumulation
of orders. The shortage of stocks was not made up until June, but stocks were
ample during the last half of the year. Importers were successful in selling most
of their 1937 models by the time the new models arrived in December or early

January. Stocks of both cars and trucks were apparently adequate but not
excessive at the end of the year, though estimated arrivals during the year ex-

ceeded sales by the rather substantial margin of 469 units in the case of cars and
369 in the case of trucks.

The used-car situation was comfortable throughout the year. The demand
was particularly good in the first quarter when there was a shortage of new cars.

In the last quarter there was some accumulation of used cars as sales fell off.

Demand should improve during the next quarter, however, when stocks of new
1937 models are used up, as many prospective buyers will doubtless be unwilling

or unable to pay the increased prices asked for new cars.

One of the principal distributors received its first shipment of new models in

December 1937 and found a very good demand for them despite the increased

prices. With a general feeling of reduced prosperity, however, as a result of the

stock-market depression, lower prices for Philippine export products and general

world conditions, and with car prices averaging at least 10 percent higher, it seems
improbable that sales will be as good in 1938 as in the past year. An encouraging
factor is the large amount of money available to the Philippine government from
the coconut-oil excise tax. It appears probable that considerable amounts will

be spent on public works and in other ways in 1938, which should improve business

conditions in the Philippines.

Credit conditions were generally satisfactory throughout the year, though there

was an increase in the number of purchasers who fell behind in their installments.

The volume of repossessions continued small.

Automobile accessories, parts, and tires.—Business in automobile parts was very
good throughout 1937, showing a consistent increase over the previous year.

Imports of parts, accessories, and garage equipment totaled P2,070,470 in 1937,
according to the Bureau of Customs, a 7-percent increase over 1936. The increase

in sales is believed to have been somewhat greater, being estimated at 12 to 15

percent. All the parts usually sold shared in the increase, as well as such acces-

sories as horns, lights, jacks, and tools. Sales of hand pumps have been somewhat
reduced due to the increased availability of compressed air at service stations,

though there is still a good sale of hand pumps in the provinces. Stocks of parts

and accessories appeared to be moderate at the end of the year. Business kept
up well throughout the year and prospects for 1938 are considered fairly good,
though it is doubtful if sales will show the same rate of increase.

Imports of automobile and truck tires, according to the Bureau of Customs,
totaled 113,643, valued at P2,516,300 in 1937, compared with 123,160, valued at

P2,595,613 in 1936. These figures, which are based on liquidation of entries

rather than on arrival of goods, are not believed to be entirely accurate, however.
A careful examination of manifests indicates total imports of about 132,000 tires

in 1937, an increase of nearly 30 percent over the 102,000 tires estimated to have
been imported in 1936. The increase in sales was less striking, being estimated
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at 12 to 15 percent, and stocks were heavy at the end of the year. Imports will

probably be below average in the first quarter of 1938. Prospects for the coining
year appear fairly good, with a substantially increased number of cars and trucks
on the road. Dealers are not particularly optimistic, however, and expect sales

to be little if any greater than in 1937. There was only one price change during
the year, an increase of 2}^ percent on November 1 on all tires.

IRON AND STEEL PRODUCTS

Imports of iron and steel products, not including agricultural implements and
machinery, totaled P23,297,735 in 1937, according to Bureau of Customs returns.
This exceeds the P20,080,128 in 1936 by 16 percent. Imports from the United
States totaled P15,984,000 in 1937, or 68 percent of total imports, whereas in
1936, imports totaled F15,260,000, or about 76 percent of total imports. Im-
ports of some of the principal items for the 2 years were as follows (in pesos)

:

United
States

Total

1937

United
States

Total

Bars and rods
Corrugated roofing
Plain galvanized sheets.

Tin plate
Black sheets and plates
Barbed wire
Cable
Round wire
Nails
Cast-iron pipe.— -

Steel pipe,.-

P546,
3, 197,

560,
' 1, 907,

495,

25,

535,

78,

199,

388,

823,

PI, 500, 667

3, 332, 503
693, 118

1, 914, 036
726, 341
258, 463
634, 132
177, 805

« 614, 951

470, 828
1, 158, 289

P546, 755
1 2, 966, 005

605, 166
3 1, 621, 045

* 545, 437
119, 981

645, 870
179,168
419,113
633, 177

997, 326

, 044, 973

, 257, 266
808, 214

, 630, 919

, 051, 699
343, 826

< 804, 219
349, 100

' 968, 489
691.015

, 545, 775

I Original read "2,965,989."
« Original read "1,906,745."
3 Original read "1,621,043."
< Original read "545,414."

5 Original read "802,957.
» Original read "614,971.
" Original read "934,423.

The substantial increase in the value of iron and steel products imported in

1937 was due partly to higher prices and partly to the greater quantities of these
products imported, as a result of both government and private construction
activity. The value of imports in 1937 does not fully reflect the increase in prices

in that year, since imports to a very considerable extent represented orders
placed in the latter part of 1936. For the same reason, imports from the United
States do not make up as large a proportion of total imports as might have been
expected, considering that American prices on iron and steel products were com-
petitive with or lower than European prices during most of the year. Such
orders as were placed during 1937 went mainly to the United States. With sub-
stantial arrivals during 1937 (particularly in the first half) of European goods
ordered at lower prices and with dealers reluctant to place orders beyond their

immediate requirements, at the high prices existing, actual sales in 1937 were
somewhat below average and stocks at the end of the year were low. Orders
placed in the United States in the latter part of the year, to replenish depleted
stocks, will be reflected in arrivals during the first few months of 1938. A decline

in prices at the end of the year was more marked in Europe than in the United
States, and European prices at the opening of 1938 again averaged 10 to 12 per-
cent under American prices in most lines. Japanese competition was also begin-
ning to be felt on galvanized sheets at the end of 1937, after having been negligible

during most of the year. With a heavy program of government construction
contemplated for 1938 and continued activity expected in private construction, it

appears probable that demand for iron and steel goods will be good during the
coming year. The American proportion should also be good, as American prod-
ucts are at an advantage in the case of government construction.

Imports of steel bars and rods from the United States were about the same in

value in 1937 as in 1936 but lower in quantity, amounting to only 4,619 tons against

5,772 tons the previous year. Imports from Belgium increased from 10,710 tons
in 1936, valued at P559,000, to 16,385 tons in 1937, valued at P921,000. Imports
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from Luxemburg were a little more than twice as great as in 1936. As already
mentioned, this was due to arrivals of bars ordered in the latter part of 1936, when
European goods were offered at a substantial price advantage. Of the total of
16,385 tons recorded by the Bureau of Customs as having been imported from
Belgium in 1937, nearly 10,000 tons came in the first 6 months and, since customs
figures are an average of 3 months behind actual arrivals, that figure really
represents a period made up of approximately the last quarter of 1936 and the
first quarter of 1937. American bars, which can usually be sold only for govern-
ment construction, were competitive throughout most of 1937 and orders placed
during the year went mainly to the United States.

Imports of corrugated roofing were somewhat lower than in 1936, due to higher
prices, importers being reluctant to carry large stocks. Demand from contractors
and dealers nevertheless continued good at the end of the year, despite the fact
that corrugated roofing was one of the few iron and steel products on which the
price had not been reduced. Imports totaled 19,923 tons in 1937, of which 17,484
tons came from the United States and 1,705 tons from Japan. In 1936, imports
totaled 21,358 tons, of which 20,189 tons came from the United States and 411
tons from Japan. Imports from Japan arrived largely in the early part of the
year.

Imports of plain galvanized sheets increased moderately from 4,795 tons in 1936 to
5,449 tons in 1937. Imports from the United States increased even more moder-
ately, from 3,679 tons in 1936 to 3,745 tons in 1937, while imports from Japan
doubled, amounting to 1,608 tons in 1937. Competition from Japan on 34-gage
sheets for the tinsmithiug trade was light during most of the year, but increased
toward the end.

Imports of tin plate were reduced to 8,031 tons in 1937, compared with 9,723
tons in 1936. The 1936 figure was exceptionally great and was due to the chance
arrival of large consignments at the beginning and end of the year. Consumption
of tin plate appears to have been about the same in the 2 years.

Imports of black sheets increased from 7,743 tons in 1936, of which 5,207 tons
came from the United States, to 8,564 tons in 1937, of which only 4,843 tons came
from the United States, with substantial increases in imports from Japan and
Belgium. Most of these imports from Japan and Europe apparently represent
orders placed toward the end of 1936.

Imports of structural iron and steel increased from 6,670 tons in 1936, valued
at P685,000, to 7,565 ^ tons in 1937, valued at Fl, 124,000.8 Structural iron and
steel come almost entirely from the United States, due partly to the fact that most
of it is for government construction and partly to the fact that American specifi-
cations are in use in the Philippines. Government construction contemplated for
1938, including a large bridge to be built in Manila, promises a fairly good market
for structural steel during the coming year.

Imports of barbed wire from the United States increased very substantially,
from 266 tons in 1936 to 898 tons in 1937, while imports decreased slightly from
Belgium and substantially from Czechoslovakia and Japan. In the case of the
latter country, only 960 tons were imported in 1937, against 1,477 tons in 1936.
American barbed wire sold at a lower price than European or Japanese during
most of the year.

Imports of cable from Japan increased to 223 tons in 1937, against 129 tons in
1936, while imports from the United States increased only to 1,534 tons, against
1,417 tons in 1936. Imports of American round wire totaled 1,035 tons in 1937, or
approximately double the 1936 figure, while arrivals from Japan increased more
moderately to about 1,200 tons, against 816 tons the previous year.

Imports of wire nails from the United States increased about 50 percent in
quantity, amounting to 3,084 tons, against 2,066 tons the previous year. Imports
from Belgium increased about 25 percent, to 2,586 tons, while imports from
Japan increased about 15 percent, to 3,154 tons. Arrivals from Belgium and
Japan were largely in the early part of the year, as a result of orders placed toward
the end of 1936.

Imports of cast-iron pipe from the United States increased very substantially,
amounting to 5,802 tons in 1937, against 3,655 tons in 1936. This was due to a
number of small waterworks projects. American cast-iron pipe is used almost
entirely on these projects because of the Flag law. Business should continue good,
as a result of the P2,000,000 appropriated by the National Assembly in its 1936

7 Original read "6,997."
8 Original read "P981,000."
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session for a revolving fund for provincial and municipal waterworks. Imports
of cast-iron pipe from Japan totaled only 740 tons in 1937, against 1,057 tons
in 1936.

Imports of steel and wrought iron water pipe from the United States amounted
to 4,407 tons in 1937, against 4,363 ^ tons in 1936, while imports from Germany
increased to 4,660 tons in 1937, against 2,686 tons in 1936. Most of the pipe
imported from Germany came in the early part of the year. German pipe was
not competitive during much of the year but was nearly 15 percent cheaper than
the American at the end. Steel pipe is bought mainly by dealers for sale in

small quantities to individuals and is accordingly not subject to the Flag law.

MACHINERY

Imports of machinery were valued at F15, 192,096 in 1937, of which P12, 157,505,
or 81 percent, came from the United States. In 1936, imports totaled ?11, 718,381,
of which P9, 321,634, or about 80 percent came from the United States. These
figures include office machines, sewing machines and tractors, as well as industrial

machinery and parts. Imports of some of the principal items in 1936 and 1937
were as follows (in pesos)

:

1936

United
States of

America
Total

1937

United
States of

America
Total

Stationary and marine engines..
Hoisting machinery
Mining machinery
Pumps and pumping machinery
Refrigerating machinery
Sugar machinery
Sawmill machinery

320, 049
145, 708

1,767,114
396, 472
84, 681

126, 029
145, 025

970, 395
146, 875

1, 982, 179
419,415
84, 773

141, 759
145, 540

819, 920
287, 326

2, 898, 363
1 433, 747
113,118
143, 268
144, 095

1, 801, 528
289, 938

3, 132, 734
459, 013
113, 181

174, 290
163, 265

Original read "433,520."

It will be observed that there was a very substantial increase in machinery for

the mines, notably mining machinery and stationary and marine engines. Imports
of the former came as usual almost entirely from the United States, due partly

to the fact that mining engineers in the Philippines are for the most part familiar

with American machinery. In the case of stationary and marine engines, made up
mainly of Diesel engines for the mines, the American share improved from 33
percent of the total in 1936 to 45 percent in 1937. Imports from Great Britain

fell off from 25 percent of the total in 1936 to 19 percent in 1937. The British

proportion in 1936 was unusually large as a result of financing done in London the
previous year by one of the most important mining-development companies, and
the decline in 1937 appears to be due to reduced imports of Diesel engines by that
particular company. Swedish Diesel engines have provided the most conspicuous
competition to American engines in recent years but imports from Sweden fell

from 33 percent of the total in 1935 to 20 percent in 1936 and to 8 percent in 1937.

The sharp decline in 1937 was due to the fact that the Swedish factory had a heavy
backlog of orders and was unable to promise prompt delivery. Germany sup-
plied 17 percent of the total, a notable increase over the 11 percent in 1936.

Imports from Japan, largely of marine engines, made up about 10 percent of the

total in each year.
Imports of hoisting machinery were about double the 1936 figure and as usual

came almost entirely from the United States. The increase was due mainly to

greater demand from the mines and partly to the logging industry, which was
particularly active during the first three quarters of the year.

Imports of pumps and pumping machinery increased about 10 percent in 1937
due to increased demand from the mines and for irrigation and other purposes.

Imports came as usual mainly from the United States.

Imports of refrigerating machinery increased about 40 percent, amounting to

^113,181 in 1937, -practically all from the United States. Air-conditioning was

» Original read "4,333."
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installed in the new wing of the Manila Hotel early in 1937 and a Manila theater
was air-conditioned during the year. The volume of smaller installations in

offices, homes, etc., does not appear to have increased notably, stock-market
losses having discouraged some prospective purchasers. There were a few sales

of unit air-conditioners for rooms, which appear to be included, however, under
"Electrical Machinery and Appliances."
Imports of sugar machinery increased only moderately. This is no longer an

important item, imports being made up only of repair parts.

Imports of sawmill machinery from the IJnited States were about the same as

in 1936 but imports from Germany caused a moderate increase in the total. The
sawmills were working at capacity throughout 1937 and with the abrupt reduc-
tion in exports of logs to Japan toward the end of the year, it would seem that an
increase in purchases of sawmill machinery might be expected.

There were 14 locomotives imported from the United States in 1937, to the
value of P112,014, which compares with 18, valued at P142,998, in 1936. The
Manila Railroad Co. increased the number of its rail motors, which are under-
stood to be included under this heading, and there were also some purchases by
the mines and logging companies.
The outlook for 1938 is somewhat less favorable. The mining companies,

having taken advantage of the favorable conditions in the security market in

1936, had large deposits in the banks at the end of that year. These were spent
for machinery and development work during the year and at the end of 1937,
bank balances of mining companies were relatively small, the security market
not having been favorable to the flotation of new companies. There are a few
companies, most of them organized some time ago, that have money to spend for

development and for the installation of mills in 1938, but the number appears
to be smaller than it was a year ago and the more doubtful projects, whose devel-

opment work accounted for considerable sales of equipment in 1936 and 1937,
have been pretty well liquidated. The mining industry is of paramount impor-
tance in the Philippine market for machinery, other industries being relatively

negligible. The looming industry, which was unusually active during 1937, will

probably be less so in 1938 due to the exchange restrictions in Japan, the principal

market.
ELECTRICAL MACHINERY AND APPARATUS

Imports of electrical machinery, apparatics, and appliances amounted to
P6,854,637 in 1937, an increase of"l7 percent over the f*5,830,861 imported in

1936. The increase appears to have been mainly in industrial items, such as
dynamos and generators, machinery and motors, etc. The proportion from the
United States appears to have continued in the neighborhood of 85 percent of

the total. Imports of some of the principal items were as follows (in pesos)

:

United
States of

America
Total

1937

United
States of

America
Total

Dynamos and generators
Machinery and motors
Batteries
Incandescent bulbs and tubes
Radio apparatus and fLxtures-
Electric refrigerators
Insulated wire

I 93, 244

798, 912
254, 054
318, 127

892, 541

430, 312
550, 732

157, HI
939, 301
257, 516
526, 792
915, 254

431, 086
654, 078

100, 082
952, 473
320, 721

3 250, 677
« 933, 643
318, 582

« 705, 819

185, 927
2 1, 253, 942

324, 106
* 491, 989
979, 732
320, 063
772, 587

1 Original read "93,224."
2 Original read "1,253,861."
3 Original read "250,670."

* Original read "491,543.
« Original read "933,478.^

8 Original read "704,321.^

Imports of dynamos and generators increased by 18 percent, but the increase
came mainly from Sweden and Great Britain rather than from the United States,
which supplied only 54 percent, against 60 percent in 1936. Imports from Great
Britain totaled P12,000, the first such importation in recent years.

Imports of machinery and motors increased about 30 percent with the American
share amounting to about 75 percent of the total, against 85 percent in 1936.

120403—39- -12
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Imports from Sweden increased moderately, while imports from Great Britain
amounted to P47,000, or nearly four times the figure for 1936. These unusual
imports of dynamos, motors, etc., from Great Britain were due to the fact that
an important mining development company has a credit established in that
country as a result of financing undertaken in 1935. Imports of dynamos, motors,
etc., from Sweden were due mainly to orders taken at the end of 1936, Swedish
electrical machinery manufacturers not offering a great deal of competition during
the larger part of the past year. Australia made its first appearance as a supplier
of electrical machinery and motors, with a totalizator for the new race track,
valued at ?92,000.

Imports of batteries, not including flashlight batteries, increased about 27 per-
cent, with the United States as usual getting nearly aU of the business. Imports
of flashlight batteries also appear to have increased substantiaUy.

Imports of incandescent bulbs and tubes fell off slightly in 1937, amounting to
only F491, 989,1° against F526,792 " in the previous year. Imports from the
United States and Germany declined fairly substantially while imports from
Hungary, the Netherlands, and Japan increased. The decline in the value of
imports from the United States appears to have been due partly to the fact that
bulbs of smaller candlepower are being used. Sales of American bulbs appeared
to be increasing toward the end of the year, particularly to small Chinese dealers
who have in the past been handling Japanese bulbs.

Imports of electric refrigerators fell off in 1937, which was to be expected,
numbering only 1,462 ^^ against 2,046 ^^ in 1936. The decline in sales is believed
to have been slighter, stocks having been unusually heavy at the end of 1936, due
to the sudden slackening in demand at the time of the stock-market break near
the end of the j'ear. Imports of stoves and water heaters are believed to have
increased in 1937, the rental plan offered by a prominent electric power company
having been successful. Water heaters are given free to purchasers of stoves
and refrigerators.

The United States, as usual, got most of the business in insulated wire. The
proportion imported from Japan was about the same in 1937, and the American
share increased moderately, offsetting a decrease in imports from Canada.

Imports of radio apparatus and fixtures increased moderately and over 95
percent came from the United States, despite an increase in imports from the
Netherlands. Commercial apparatus, including radio sending and receiving sets
for the bureau of posts, is included in this item. Sales of radio receiving sets

appear from registration figures to have improved substantiallv, new registrations
totaling 7,081 in 1937, against 5,553 in 1936. Cancelations totaled 1,201 in 1937,
against 1,271 in 1936. It is estimated that there were 32,800 sets registered at the
end of 1937. In addition, it is believed that there are several sets in use which
have evaded registration. It was proposed during the year to decrease the annual
registration fee from PIO to PI and it is possible that this may be done
during 1938, in which case a broadcasting subsidy would presumably have to be
paid out of general revenues.
The principal broadcasting station, KZRM, was augmented during the year by

the installation of a 400-foot tower and short-wave broadcasting equipment which
made it possible for its programs to be heard as far away as Australia, India, and
Japan. The new tower was destroyed by a typhoon in November, but a new
one has been ordered and will be placed in operation during 1938. The volume of
radio advertising appears to have increased fairly substantially in 1937, but is still

inadequate to cover the cost of operation. A group prominent in local business
and political circles has organized a new company to engage in radio broadcasting
and is at present making a survey of the costs and possibilities.

Electric power production increased substantially in 1937, the principal power
company producing 130,483,000 kilowatt-hours or about 13 percent more than
in 1936, which had shown a 12 percent increase over the 1935 figure. Small
independent plants operating throughout the islands are estimated to have
produced a little over 12,000,000 kilowatt-hours additional. There were no new
installations of any inportance during the year, except for a 500 horsepower Diesel
stand-by plant installed by the city of Baguio. The National Power Corpora-
tion proceeded with its program of surveys and had two American Army engineers
engaged during much of the year in surveying water possibilities throughout the
islands. A proposal that a 12,000 horsepower Diesel plant be built in Manila to

I Original read "P491,000."
n Original read "f'526,000."
n Original read "1,451."
n Original read "2,142."
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supply light power requirements of government offices and government companies
was considered but rejected. A steam plant may be installed by the National
Development Co. in its new factory property, as it estimates its power require-

ments at about 7,000 horsepower, in addition to which it will use a good deal of

steam.
Prospects appear fairly good for 1938. Several new mining installations are

expected, though probably less than in 1937. Construction activity should con-
tinue. The market for flashlight batteries, incandescent bulbs, and other con-
sumers' goods depends on general conditions, which should be fairly good in 1938
particularly if the proposed government-spending program is followed.

PETROLEUM PRODITCTS

Imports of petroleum products, according to the bureau of customs, were
valued at P12,559,820 in 1937, or 12 percent under the 1936 figure. This was
due mainly to the fact that gasoline and lubricating oil were imported in very
large quantities at the end of 1936, anticipating the increase in the excise tax
which became effective January 1, 1937. Imports of gasoline, according to the
bureau of customs, totaled 132,300,020 " liters, valued at f*4,945,764 i^ in 1937.
Of this, about 13 percent came from the Netherland Indies. Kerosene imports
totaled 72,432,634 !« liters, valued at F2,291,914 " of which about 14 percent
came from the Netherland Indies. Imports of lubricating oil totaled 13,781,000
liters, valued at PI,482,000. Of this about 19 percent in quantity and 11 per-
cent in value came from the Netherland Indies. Imports of crude oil totaled
293,720,000 liters, valued at P3,832,000,i« of which about 66 percent in quantity
and about 54 percent in value came from the Netherland Indies. Imports of

grease totaled 966,966 kilos, valued at PI 66,699 " of which only about 3 percent
came from the Netherland Indies. Parafine wax was imported to the amount of

1,966,671 2° kilos, valued at P374,264,2i of which about 66 percent came from the
Netherland Indies. In each case, the balance came from the United States.

Customs figures for 1936 show 145,000,000 liters of gasoline, 78,000,000 liters of

kerosene, 11,650,000 liters of lubricating oil, and 341,000,000 liters of crude oil

imported.
Customs returns represent liquidation of entries rather than actual imports.

An examination of manifests indicates a total of 37,500,000 gallons of gasoline
imported in 1937, against 42,913,000 gallons in 1936; kerosene imports of 24,600,000
gallons, against 20,778,000 gallons the previous year; lubricating oil 4,500,000
gallons, against 3,489,000 gallons; Diesel oil 121,000 tons, against about 100,000
tons; bunker fuel oil 169,000 tons, against about 190,000 tons.

Sales of gasoline are estimated at 44,211,000 gallons, an increase of about 8
percent over the 41,000,000 gallons estimated to have been sold in 1936. Sales of

alcohol for motive-power purposes totaled 77,573,394 proof liters in 1937, a 33-
percent increase over the 1936 figure, due to the substantial increase in the pro-
duction of sugarcane. It appears probable that gasoline sales in 1938 will be
shghtly better than in 1937.

Kerosene sales are estimated at 23,444,000 gallons in 1937, an increase of about
3.3 percent over the 22,500,000 estimated for 1936. The increase was to be ex-

pected during a year of general prosperity. It appears to have been most marked
in the Cebu area. It is probable that sales will be moderately reduced in 1938.

Lubricating-oil sales are estimated at about 3,600,000 gallons in 1937, or about
the same as in 1936, despite the increased consumption by the mines. Consump-
tion by automobiles does not appear to increase considerably, despite the large
number of cars and the steady increase in the consumption of gasoline. This is

apparently due to improvements in lubrication, which make it unnecessary to
change the oil in an automobile so frequently.

Sales of grease are estimated at about 1,800,000 pounds, a slight increase over
the 1,750,000 pounds estimated to have been sold in 1936. The demand for

lubricating oil and grease should be approximately as good in 1938. Imports of

grease appear from manifests to have been close to 3,000,000 pounds, but it is

unlikely that imports exceeded sales by such a great margin. Tallow and other
materials are frequently described on manifests as grease.

i< Original read "132,299,000."
16 Original read "?'4,945,000."
i« Original read "72,429,000."
" Original read "P'2,291,000."
'8 Original read "P8,832,0C0."
'• Original read "?166,243."
" Original read "1,266,000."
" Original read "P373,775."
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Sales of Diesel oil, omitting Navy purchases, are estimated at about 110,000
long tons in 1937, a considerable increase over the 90,000 long tons estimated for
1936, due mainly to increased use by the mines. Sales to electric light and power
companies were apparently slightly greater than in 1936. Sales will probably not
increase so markedly in 1938, the rate of expansion in the mining industry having
been reduced due to inability to find new capital.

Sales of bunker fuel oil, omitting Navy purchases, are estimated at 155,000 long
tons in 1937, a moderate reduction from the 165,000 long tons estimated for 1936.
This fuel oil is used in a few factories, but most of it is used in interisland shipping.
The largest purchaser, the Compania Maritima, has recently purchased a tanker,
apparently with the purpose of bringing in fuel oil for its own use and also to avoid
dependence on shipping companies at times when ships are scarce and rates are
high.

Gasoline prices in Manila were about the same throughout the year. They
increased moderately at most provincial points. Kerosene prices were reduced
the equivalent of 1)^ to 2 cents a gallon on October 2.

PAPER AND MANUFACTURES

Imports of unprinted paper appear to have amounted to about P5, 700,000 in

1937, an increase of about 25 percent over the 1936 figure, due mainly to increased
imports of printing paper and paper bags. Imports from the United States made
up abO(Ut 66 percent of the total, against about 60 percent in 1936.

Imports of printing paper from the United States and Germany appear to have
increased moderately, while imports from Canada nearly doubled, due to a con-
tract made by a prominent publishing company with a Canadian newsprint mill.

Imports from Canada made up only about 16 percent of total imports of printing
paper in 1937, in value, against nearly 60 percent for the United States and 22
percent for Germany, but the Canadian share is expected to increase in 1938.
The substantial increase in total imports of printing paper in 1937 was due partly
to increased advertising and to the number of special editions issued by some of

the papers, and partly to activity in stock promotion in the first few months, con-
suming a good deal of paper in prospectuses. The demand for printing paper
continued good at the end of 1937, but it seems probable that not quite as much
will be used in 1938.

Imports of wrapping paper fell off nearly 20 percent in quantity in 1937, while
imports of paper bags nearly doubled, according to customs statistics. It appears
probable, however, that shipments invoiced as bag paper may have been listed as
paper bags, since most of the ordinary paper bags used in the Philippines are of

domestic manufacture and local production appears to have increased slightly in

1937. The total of bags and wrapping paper imported in 1937 was 5,646 tons, or
10 percent under the 6,319 tons for 1936, apparently due to a reduction in stock
during the year, as there is no indication that sales declined. Paper bags are
actually imported mainly for use as containers for cement, cutch, and other heavy
products, and the consumption of cement bags was certainly greater than in any
previous year. Japanese cement bags, imported in fairly good quantity in 1936,
do not appear to have been satisfactory and imports were negligible in 1937.

Imports of writing paper were about the same as in 1936, amounting to about
Fl 05,000. Imports came as usual, about 80 percent, from the United States.

Imports from Japan increased moderately to offset declines in imports from Europe.
Imports of printed matter fell off very slightly in 1937, due mainly to a decline

in imports of textbooks, which amounted to about F657,000, compared with
P726,000 in 1936. Imports came as usual almost entirely from the United States.

The bureau of printing placed an order for machinery for printing and binding to
the amount of about ^400,000, toward the end of the year, and expects to start

producing elementary textbooks within another year or so. It is not believed that
imports of American textbooks will be seriously affected in the near future,

however.
CHEMICAL PRODUCTS

Fertilizers.—Imports of fertilizers fell off in 1937, amounting to only F3,504,361
in value, or P767,000 less than in 1936. The proportion imported from the
United States also appears to have been lower in 1937, according to the bureau
of customs, amounting to only 40 percent of the total, against 61 percent in 1936.

It does not appear that this is actually the case, however, as the principal importers
of fertilizers all agree that the proportion imported from Germany was much
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reduced in 1937 and the American share correspondingly increased. In quan-
tity, customs figures show a total of 35,933 tons of sulphate of ammonia in 1937,

of which 32 percent came from the United States, 45 percent from Germany, and
about 20 percent from Canada, whereas in 1936, the total was 46,983 tons, of

which 46 percent came from the United States. The sulphate of ammonia
received from Canada came from a smelter in British Columbia. Imports of

mixed fertilizers in 1937, according to the Bureau of Customs figures, totaled

11,125 22 tons, of which 60 percent came from the United States and nearly 40
percent from Germany. In 1936 the total was 16,832 tons, of which 80 percent
came from the United States. As already mentioned, it is believed that the
actual proportions received from the United States in 1937 were much larger than
these figures indicate.

There was actually, however, a substantial decline in total imports in 1937.

When limitation was first imposed on sugar production, many planters felt that
it was wise to reduce their production by reducing acreage, using for other crops

the acreage not used for sugar. They did not find this a particularly profitable

move in the first year, so many of them have now decided to keep their produc-
tion down by economizing on fertilizer.

Chemicals, drugs, dyes, and medicines.-—Imports under this heading totaled

P5, 702,083 in 1937, a slight increase over the 1936 figure. The increase in imports
from the United States was negligible, however, and American goods made up
only 66 percent of the total, against 70 percent in 1936. Details are lacking but
the decline in the American share was presumably due to heavy chemicals.

Imports of medicinal and pharmaceutical preparations, one of the principal items
in this group, totaled F2,345,000, a negligible increase over 1936, but the American
share was 78 percent, against 74 percent in 1936.

Perfumery, cosmetics, and toilet preparations.—These were imported to the value
of P^l,695,262 in 1937, a 13-percent increase over 1936. Imports were about 85
percent from the United States in each year. It is believed that there was a
eqnsiderable increase in domestic manufacture in 1937 as one substantial factory

was opened at the beginning of the year to manufacture perfumes, lotions, and
scented soap from French essences, while another was opened during the year
to produce pomades and lotions from American formulas.

Paints, pigments, and varnishes.—Imports totaled Fl, 861,865 in 1937, an in-

crease of about 5 percent over the 1936 figure. Imports from the United States

appear to have made up about 74 percent of the total, against about 78 percent
in 1936. Customs statistics indicate a considerable reduction in imports of

ready-mixed paints in 1937, but this is offset by an increase in "All other paints,"

and it is believed that the latter category includes some ready-mixed paint.

There appears to have been a good increase in the sale of ready-mixed paint in

1937, perhaps 10 percent in the case of imported and 20 percent in the case of

Philippine-made paint.
One of the smaller domestic factories lost its plant by fire early in the year,

but installed a new plant with double the capacity during the year. Another
domestic factory increased its capacity during the year and the largest factory

increased its capacity very substantially about the end of the year, having been
forced to run on double shifts during part of 1937 to keep up with the demand.
Domestic production of ready-mixed paint is expected to be about 50 percent
greater in 1938 than in 1937 and will offer increased competition to imported
paints. It is believed that the demand, which has increased steadily for several

years, will continue to increase, however, and that there will be no serious reduc-
tion in imports of paints.

Imports of varnish were about the same as in 1936 and as usual came almost
entirely from the United States. Imports of enamel fell off. Red and white
lead imports were about the same as in 1936 and came almost entirely from the
United States. Zinc oxide imports from Great Britain fell off a little, while imports
from the United States increased substantially.

TOBACCO PRODUCTS

Customs figures indicate a slight decline in imports of American cigarettes,

from 1,893,918,919 =3 in 1936 to 1,828,918,502 ^^ in 1937. The value in 1937,
however, is P5,872,230,25 or P13,659 ^e more than in 1936. Actually, it is believed

" Original read "11,128."
" Original read "1,893,000,000."
" Original read "1,828,000,000."
" Original read "P5,871,000."
" Original read "P14,000."
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that imports in 1937 were considerably greater in both quantity and value, as

excise taxes collected on imported cigarettes were up 22 percent and the principal

importers believe that sales have been increasing in about the same proportion.

It is not clear why customs figures should show a decline in imports 2 years in

succession, while other evidence points to a very substantial increase in sales of

imported cigarettes. Imports from other than the United States are negligible,

totaling less than 100,000 cigarettes. American cigarettes continue to increase

in popularity, due to a considerable extent to advertising in American magazines.
American-style cigarettes made in the Philippines from imported tobacco are

only moderately popular.
Imports of leaf tobacco from the United States appear to have increased about

50 percent in 1937, in quantity, but there was a slight decrease in value, the 1937
figure being 460,000 kilos, valued at F612,561.2^ Imports from Sumatra continue
small, constituting less than 2 percent of the total in quantity and about 11 percent
in value.

LEATHER

Business was exceptionally good throughout 1937 and was featured by the

unusually consistent demand for leather throughout the year. The increase in

demand in the last 4 months was somewhat less than seasonal, but business

throughout the rainy season was, on the other hand, much better than normal.
The reduced demand toward the end of the year was due partly to the steady de-

cline in American prices, which made dealers reluctant to order other than on a
hand-to-mouth basis. Stocks at the end of the year were accordingly somewhat
below average, it is believed. Prices advanced throughout the first 4 months
of the year, remained steady for approximately another 4 months and declined in

the last third of the year, being a little higher at the end of the year than at the
beginning. Importers bought cautiously when prices were at their peak and were
for the most part able to work off their higher priced stocks during the declining

market without serious losses. There was a notable absence of the rejections and
complaints of quality not infrequently associated with a declining market.

Imports came as usual mainly from the United States, but imports of low-grade
bellies and shoulders from Australia increased, due to smaller production by the
domestic tanning industry. Imports from the United States made up better than
90 percent of total leather imports, but a substantial part of the low-grade bellies

and shoulders used for sole leather by the Marikina trade came from Australia.

Total imports of leather and leather products amounted to F2,986,410 ^s in 1937,

an increase of about 20 percent over the 1936 imports, due partly to increased

volume but mainly to higher prices. These imports are made up chiefly of upper
and sole leather and cut soles for the use of shoemakers, although there is some
importation of ready-made shoes and other leather products.

Leather is produced in the Philippines by two fairly modern tanneries and a
number of small tanneries doing only a local business. Production appears to

have been somewhat lower in 1937 than in the previous year, due to the fact that

the export market for hides was more attractive than the domestic market for

leather, offering a quick turn-over, good prices, and payment in cash.

Factory production of shoes is estimated to have been 10 to 15 percent greater

than in 1936. The two largest factories worked steadily throughout the year,

whereas in previous years they have commonly gone on a part-time production
basis during the rainy season. One of the principal producers built a new factory

with a capacity of 2,000 pairs of shoes a day, or double his old capacity. Produc-
tion started in the new factory in November.

Both the factories and the' Marikina hand-cobblers had a good volume of orders

on hand at the end of the year and it appears probable that business will continue

good at least through the first quarter of 1938, after which the usual quiet season

may be expected to ensue. Business during the coming year will depend to a con-

siderable extent on world prices for Philippine products, the outlook for which is

somewhat less favorable than at this time last year. Philippine government
expenditures during 1938 may be expected to add somewhat to the purchasing
power of the people, however.

" Original read "P601,880."
" Original read "P2,987.000."
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APPENDIX VII

Transfer of Sugar Administration

TEXT OF act 236

First Natonal Assembly Second Special Session B. No. 2433

Begun and held at the city of Manila on Saturday, the twenty-eighth day of

August, nineteen hundred and thirty-seven.

[Commonwealth Act No. 236]

an act authorizing the president of the Philippines to designate any department, bureau, office, or instru-
mentality of the National Government, or to create a new office or agency for the purpose of making allot-

ments of any quota established for the Philippines pursuant to the provisions of the United States Sugar
Act of Nineteen hundred thirty-seven, on the basis specified in section six (d) of public law numbered
One hundred twenty-seven, approved March twenty-four, Nineteen hundred thirty-four, and of enforcing
act mmibered forty-one hundred sixty-six, as amended by Commonwealth Act Numbered Seventy-seven,
and providing the necessary funds therefor.

Be it enacted by the National Assembly of the Philippines:
Section 1. The President of the Philippines is hereby authorized to designate

any department, bureau, office, or instrumentality of the National Government or
he may create a new office or agency, for the purpose of making allotments of

any quota established for the Philippines pursuant to the provisions of the United
States Sugar Act of nineteen hundred thirty-seven, on the basis specified in

section six (d) of Public Law Numbered One hundred twenty-seven, approved
March twenty-four, nineteen hundred thirty-four, and of enforcing Act Numbered
Forty-one hundred and sixty-six, as amended by Commonwealth Act Numbered
Seventy-seven. The department, bureau, office, or agency so designated or created
shall be authorized to promulgate, subject to the approval of the President of the
Philippines, the necessary rules and regulations to carry into effect its functions
under said Acts.

Sec. 2. The sum of two hundred thousand pesos, or so much thereof as may be
necessary, is hereby appropriated out of the funds in the National Treasury not
otherwise appropriated, to be expended, in the discretion of the President, for the
payment of salaries, wages, and traveling expenses of the officers and personnel,
office rentals, for the purchase of office equipment and supplies, and for such other
expenses as may be necessary for the proper functioning of the office, bureau, or
agency to be designated or created pursuant to the authority contained in this Act.

Sec. 3. This Act shall take effect on its approval.

Approved, September 16, 1937.

TEXT OF EXECUTIVE ORDER 118

By the President of the Philippines Executive Order No. 118

CREATING a "PHILIPPINE SUGAR ADMINISTRATION"

Whereas the Sugar Act of 1937 as enacted by the Congress of the United States
provides in Section 205 (g) that "the Government of the Commonwealth of the
Philippine Islands shall make allotments of any quota established for it pursuant
to the provisions of this Act on the basis specified in Section 6 (d) of Public Law
Numbered 127, approved March 24, 1934";
Whereas under Sections 12 and 13 of Act No. 4166, the President of the Phil-

ippines is authorized to issue rules and regulations covering the issuance of allot-

ments and licenses and such other rules and regulations as he may consider neces-
sary for the carrying out of the purposes of said Act, and is moreover authorized
to name and appoint such representatives or deputies as he may deem necessary
to perform any of the duties and powers granted to him therein, with such com-
pensation and emoluments as may be fixed by him; and

Whereas Commonwealth Act No. 236, approved on September 16, 1937, author-
izes the President of the Philippines to create a new office or agency for the purpose
of making allotments of any quota established for the Philippines pursuant to the
provisions of the United States Sugar Act of 1937 and of enforcing Act No. 4166,
as amended;

Therefore, pursuant to the authority herein stated, it is hereby ordered that:

(1) There is established in the Office of the President of the Philippines an
office to be known as the Philippine Sugar Administration, which shall consist
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of the following three divisions and/or such others as the exigencies of the service
may require from time to time:

(a) Export Division
(b) Domestic Division
(c) Field Service Division

(2) The Philippine Sugar Administration shall be under the general supervision
and control of a chief who shall be appointed by the President of the Philippines
and whose title shall be Philippine Sugar Administrator. The Philippine
Sugar Administrator shall be assisted by an administrative chief to be known as
Assistant Sugar Administrator who shall be appointed by the President of the
Philippines and shall perform such duties as may be assigned to him by the
Philippine Sugar Administrator.

(3) The Philippine Sugar Administrator is hereby authorized to appoint,
subject to approval required by law or regulation, such division chiefs, technical
assistants, permit agents, supervisors, sugar accountants and other personnel as
may be necessary for the effective functioning of the Philippine Sugar Adminis-
tration. Except as otherwise provided by law, all full time employees of the
Philippine Sugar Administration shall be selected from those who have success-
fully passed the civil service examinations for such positions.

(4) The Office of the Domestic Sugar Administration, as provided for in
Executive Order No. 14, is hereby abolished and all powers granted therein, as
well as those granted in Act 4166, as amended, and all powers deriving from
Section 205 (g) of the United States Sugar Act of 1937, are hereby vested in the
Philippine Sugar Administration and the Philippine Sugar Administrator. All
such of the trained personnel of the Domestic Sugar Administration and of the
section of Agricultural Adjustment Administration heretofore functioning in the
Philippines as may be required by the Philippine Sugar Administrator shall be
transferred to the Philippine Sugar Administration.

(5) The Philippine Sugar Administrator shall make the allocation of any United
States quota established for the Philippines pursuant to the "Sugar Act of 1937"
on the basis specified in Section 6 (d) of Public Act Numbered 127, approved
March 24, 1934; and shall establish the quota for Domestic, Reserve, and/or
other export Sugar and make the allocations thereof among the mills, plantation
owners, and planters, pursuant to the provisions of Act Numbered Forty-one
hundred and sixty-six, as amended.

(6) All Executive Orders, Sugar Orders, and Domestic Sugar Orders here-
tofore issued fixing and establishing quotas for Domestic and Reserve Sugar,
and the allotments and planters' rights heretofore made of such quotas and of
the quotas determined pursuant to Public Resolution No. 109, 74th Congress,
approved June 19, 1936, and section 8 (a) of the Agricultural Adjustment Act,
approved May 12, 1933, as amended, and regulating the same, together with all

transfers of allotments and planters' rights lawfully made under Executive Orders
Nos. 873 and 885, series of 1935, shall remain in full force and effect until changed
or altered by the President of the Philippines in executive orders or by the Philip-
pine Sugar Administrator, with the approval of the President, in a series of orders
to be known as Philippine Sugar Orders which shall be serially numbered and
published in the Official Gazette.
Done at the City of Manila, this 16th day of September, in the year of Our

Lord, nineteen hundred and thirty-seven, and of the Commonwealth of the
Philippines, the second.

Manuel L. Quezon,
President of the Philippines.

abridged text op sugae order 14

The United States High Commissioner,
Manila, September 29, 1937.

Sugar OrderI
No. 14 /

Whereas, Section 205 (g) of the Sugar Act of 1937, approved and effective
September 1, 1937, reads as follows:
"The Government of the Commonwealth of the Philippine Islands shall make

allotments of any quota established for it pursuant to the provisions of this Act
on the basis specified in section 6 (d) of Public Law Numbered 127, approved
March 24, 1934."
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Therefore, I do hereby declare and publish that the United States Pennit and
Allocation Section, Sugar Section, Agricultural Adjustment Administration, De-
partment of Agriculture, legally ceased to administer the 1937 United States
Philippine Sugar Quota as heretofore provided for in "1937 Philippine Sugar
Allotment Order No. 1" of the Secretary of Agriculture issued at Washington,
D. C, October 6, 1936, at the close of business September 1, 1937; and

I do hereby further declare and publish that the Government of the Common-
wealth of the Philippine Islands shall hereafter administer the 1937 United States
Sugar Quota in accordance with the Sugar Act of 1937 and on the basis therein
prescribed, giving due attention to the following statements of allotments, and
official warehouse receipt-permits outstanding as of the close of business September
1, 1937, all of which allotments were made in accordance with the basis specified
in section 6 (d) of Public Act Numbered 127, approved March 24, 1934, and
under the authority of "1937 Philippine Sugar Allotment Order No. 1" of the
Secretary of Agriculture issued at Washington, D. C, October 6, 1936.

Note.—The statements furnished in the Order covered nearly a hundred
pages in typescript and constituted a full report on sugar business remaining
unfinished as of the transfer. All unfilled 1937 allotments were listed as
v/ell as the outstanding permits to ship under the 1937 quota including unused
permits by serial numbers.

In respect to 1937 shipments, the Order reported as of the close of business
September 1, 1937, as follows:

Short tons, com-
mericaL loeighi,

loaded in Philip-

Shipped to United States

—

vine islands

As unrefined sugar 817, 138. 225
As refined sugar 52, 002. 950

Total shipped 869, 141. 175
Remaining for shipment 82, 858. 825

Total United States quota for 1937 952, 000. 000

The Order contained full lists of confirmations of landed weight in the
United States, showing shortages and excesses chargeable to each exporter.
In reference to planters there was a full list of those found to be in temporary
and permanent abandonment of allotments and planters' rights under the
terms of Sugar Order No. 10.

HIGH commissioner's LETTER, SEPTEMBER 29, 1937, TO THE PRESIDENT OF THE
philippines

The United States High Commissioner,
Manila, Se-ptember 29, 1937.

Sir: I am transmitting herewith a signed duplicate of Sugar Order No. 14,

issued today. The Order declares the transfer of authority to administer the
United States Philippines sugar quota from the immediate jurisdiction of my
office to the Commonwealth government under the terms of section 205 (g) of

the Sugar Act of 1937.
In addition to the declaration of the transfer of authority, the Order directs the

attention of the Commonwealth Government to 21 administrative items of a
pending or continuing character, as these were disclosed by the records of the
United States Permit and Allocation Section, Sugar Section, Agricultural Adjust-
ment Administration, at the close of business on September 1, 1937.
Your Excellency is further informed that in respect to part III of the Proclama-

tion of the Governor-General of the Philippine Islands No. 861, issued at Manila,
November 11, 1935, I petitioned the President on August 24, 1937, to cancel the
designation dated November 7, 1935, of the United States High Commissioner to
the Philippine Islands to constitute the "United States Sugar Authority in the
Philippine Islands" under the provisions of section 6 of Act No. 4166 of the
Philippine Legislature, and that the President by action taken on September 4,

1937, did cancel the designation effective as of September 1, 1937.
It is to be noted also that at my request the appropriate officials of the Agri-

cultural Adjustment Administration have prepared the way for the Common-
wealth government to communicate directly by air mail with the Commissioner
of Customs in order that the proper procedure may be established between them
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for the weighing by marks of Phihppine quota sugar discharged in the ports of
the United States and to arrange that the expenses incurred by the United States
Customs Service as a result of an agreed procedure will be borne by the Common-
wealth government.

I should greatly appreciate it if Your Excellency wiU cause Sugar Order No. 14
and this communication to be published in the Official Gazette at an early date.

Permission is of course granted, if it is so desired, to print and distribute Sugar
Order No. 14 in the style and manner of Executive Orders pertaining to sugar
control and procedure heretofore issued.

I desire to convey my personal appreciation and that of the officers of the Agri-

cultural Adjustment Administration to those officers and employees of the Com-
monwealth, particularly to the Insular Collector of Customs and his staff, of the
efficient and friendly assistance which they rendered to the various divisions

heretofore engaged in the administration of the United States Philippine sugar
quota.

Very respectfully,
Paul V. McNutt,

United States High Commissioner.

His Excellency the President of the Philippines,
Manila.

APPENDIX VIII

Resolution 102, Petition Against the Coconut Oil Tax, and the Text op
the dockweiler bill

First National Assembly

ThiTd Session

Begun and held at the City of Manila on Monday, the twenty-fourth day of January, nineteen hundred
and thirty-eight

(Resolution No. 102)

RESOLUTION to Petition the Congress of the United States to Remedy the Present Plight of the Coco-
nut Industry in the Philippines

Whereas the Congress of the United States, by the Revenue Act of Nineteen
hundred and thirty-four, provided an excise tax of three cents a pound on the first

domestic processing of coconut oil or oil derived from copra coming from the
Philippines, which is equivalent to about four dollars per one hundred kilos of

copra;
Whereas the evident purpose of the Congress in imposing said tax was to give

protection to the American domestic dairy industry, cotton-seed oil, lard, and
other like domestic products, but in practice the effect of the said tax has been to
favor the importation into the American market of babasu oil, palm oil, and lard
coming principally from South America, and other like foreign products, which at
present are displacing Philippine copra and coconut oil from the American market
chiefly because of the excise tax;

Whereas ships or bottoms coming from countries other than the United States
to carry copra or coconut oil from the Philippines almost always come to the Phil-

ippines empty because foreign articles are unable to compete with articles coming
from the United States, so that the rate charged by these foreign bottoms is al-

most prohibitive because the cost of coming to the Philippines is charged in the
freight for taking Philippine copra or coconut oil to Europe and other markets;

Whereas, the Commonwealth of the Philippines, under its present trade arrange-
ments with the United States, is unable to seek markets in countries other than
the United States for Philippine copra, coconut oil and other coconut products,
so that, without benefit to the American consumers, the excise tax imposed by
the Congress has completely paralyzed the Philippine coconut industry, with the
result that at present the producers in coconut plantations hardly obtain enough
for their living expenses;

Whereas, in January, February, and March, nineteen hundred and thirty-

seven, the price of copra in the Philippines was more than ten dollars per one
hundred kilos, while in the last three months—January, February, and March,
nineteen hundred and thirty-eight—the price of copra ranged from two dollars

and fifty cents to three dollars and fifty cents per one hundred kilos in spite of
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the fact that the prices for lard, margarine, milk, soap, and other products derived
from coconut oil were in January, February, and March, nineteen hundred and
thirty-seven, almost the same as in the last three months—January, February,
and March, nineteen hundred and thirty-eight—so that it is clear that the pres-

ent low price of copra is not exclusively the result of the ordinary law of supply
and demand;

Whereas, more than five million people in the Philippines, who are consumers
of American dairy products, textiles, machinery, and other American products,
are dependent on the coconut industry, and their standard of living must be kept
up if it is intended that they should continue buying American products: Now,
therefore, be it

Resolved by the National Assembly of the Philippines, That it respectfully peti-

tion the Congress of the United States to pass such legislation as in its judgment
will remedy the present situation of the Philippine coconut industry, specifically:

1. The abolition of the excise tax on coconut oil, or at least on coconut oil

designed for use in non-edible products;
2. The abolition of the prohibition against the giving of subsidy to the copra

producers by the National Assembly of the Philippines.

Adopted, April 8, 1938.

I hereby certify that the foregoing Resolution No. 102 was adopted by the
National Assembly of the Philippines on April 8, 1938.

N. PiMENTEL, Secretary.

[H. R. 8000, 74th Cong., 1st sess.]

IN THE HOUSE OF REPRESENTATIVES

May 10, 1935

Mr. Dockweiler introduced the following bill; which was referred to the Com-
mittee on Ways and Means and ordered to be printed.

A BILL To amend section 602i.^ of the Revenue Act of 1934.

Be it enacted by the Senate and House of Representatives of the United States

of America in Congress assembled, That no tax shall be imposed under Section

602>^ of the Revenue Act of 1934 on the processing, after the date of the enact-

ment of this Act, of coconut oil which is wholly the production of the Philippine

Islands or any other possession of the United States, or was produced wholly

from materials the growth or production of the Philippine Islands or any other

possession of the United States when such coconut oil shall have been rendered

unfit for use as food or for any but mechanical or manufacturing purposes, by
such means as shall be satisfactory to the Secretary of the Treasury and under
regulations to be prescribed by him.

o






